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CLASSIFICATION OF AUDITING 
QUESTIONS 


Howarp F. STETTLER 


The research upon which this article is based was carried on during 1941-42 under the Arthur 
Andersen Graduate Scholarship in Accounting at the University of Illinois. It was undertaken in order 
to reflect in a statistical picture the elements of auditing which CPA examiners have thought im- 


portant. 


The sample studied consists of 192 examinations in auditing, distributed as follows: eighty-six ex- 
aminations by the New York board, including all but five of the examinations given between Decem- 
ber, 1896, and April, 1941; twenty-eight prepared by the Illinois board since November, 1903; 


twenty-nine pre 


by the Wisconsin board of examiners between April, 1914, and November, 1941; 


and forty-nine by the American Institute board of examiners between June, 1917, and May, 1941, 
This sample yielded 2,338 questions, distributed as follows: New York, 1,267; Illinois, 287; Wisconsin, 


261; Institute, 523. 


While the work of four boards of examiners may seem to compose a relatively small sample of 53 
jurisdictions now conducting CPA examinations, actually the sample is much more representative 
than it seems. The reason is that from 1917 the examinations of the American Institute of Account- 
ants have been used by an increasing number of state boards. Within a few years after 1917 the sample 
represented 70 per cent of the jurisdictions, and after 1937, between 85 and 90 per cent. 


SELECTION of suitable classifica- 
tion subdivisions for complex data 
always presents a difficult problem. 
Different people would arrange the same 
facts into differing classes. In the present 
sample, the major subdivisions are clearly 
necessary ones, but the others are a matter 
of personal opinion. The first separation 
of the data was to segregate auditing and 
non-auditing questions. If a question was 
closely allied to auditing and auditing 
problems, it was included in the first group. 
Questions which referred to matters not 
pertaining to an audit, or which merely 
asked for an answer from the auditor’s 
viewpoint, were classed as non-auditing 
questions—as, for example, a question 
asking “How would you, as an auditor, 
classify a Reserve for Federal Income 
Taxes on the balance sheet?” 
The auditing questions were further 
subdivided on the basis of two rather dis- 


tinct methods of approach. One type of 
question dealt with material that might be 
called the theoretical approach to the au- 
ditor’s work—that is, questions involv- 
ing definition, purpose, judgment, evalua- 
tion, selection, and explanation. The sec- 
ond type pertained mainly to matters 
of auditing procedure, program, and 
method. 


1. QUESTIONS ON AUDITING PROCEDURE 

Since auditing is a critical scrutiny of 
the facts which underlie the accounting 
statements under study, it is natural that 
professional examinations should give a 
prominent place to questions designed to 
reveal the candidate’s knowledge of the 
traditional ways of making such study. 
Questions of this type, numbering 921, 
constitute 40 per cent of the total number 
of auditing questions in the sample. In the 
earlier years questions of this kind ac- 
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counted for as much as 45 per cent of the 
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mers’ accounts of a large electric power 


total, but in recent years the proportion company; verification when some unusual 


1896-1909 1910-1919 1920-1929 1930-1941 
Per cent auditing procedure to total questions. . . 45% 44% 37% lo 


has decreased to 34 per cent. 
The procedure questions fall into five 
subclasses as follows: 


accounting procedure had been used by 
the client, such as the use of a combined 
cash and bank account. 


Subclass Number of Per Cent of Total Procedure Questi 
tons | 1896-1909 | 1910-1919 | 1920-1929 | 1930-1941 
Verification procedures. .............. 390 49 41 35 45 
Specialized auditing.................. 247 15 23 42 28 
Steps preliminary to audit............ 136 25 14 9 il 
100 9 14 8 12 
Reports and certificates............... 48 2 8 6 4 


Procedures for Specific Accounts (248). 
This is the largest subdivision under 
verification procedures. The questions 
for the most part were memory ques- 
tions without facts or complicating condi- 
tions and merely asked for an indication 
of the usual steps necessary to verify an 
item named. Cash was the item most fre- 
quently named (52 questions out of 248). 
Expenses or incomes were next with 46 
questions, followed by inventory (30 ques- 
tions), and other current assets (37 ques- 
tions). Together, these account for two- 
thirds of this subdivision. The other one- 
third asked about the methods for the 
verification of fixed assets, other assets, 
capital and surplus, current and fixed 
liabilities. Only 20 questions dealt with 
verification of liabilities. (see p. 303) 

Special Procedures (142). In these ques- 
tions the candidate’s thought was more 
specifically directed to some problem area 
than in the questions of the prior subdivi- 
sion. Slightly under one-half (62) of the 
questions presented complicating factors 
which were likely to make verification diffi- 
cult. Typical of the difficulties were: verifi- 
cation of some current asset (usually cash) 
as of date of balance sheet but performed 
at a later date; verification when the ac- 
counts were very numerous, as the custo- 


The other questions (80) dealt with ad- 
justing auditing technique to special con- 
ditions (e.g., how to prevent substitutions 
when examining vouchers or securities); 
procedures necessary to uncover assets, 
liabilities, income, or expense not record- 
ed on the books; procedure in the eval- 
uation of receivables, inventory, fixed as- 
sets. 

A reclassification of all these verification 
questions on the basis of the statement or 
statement subdivision involved makes pos- 
sible several interesting observations. This 
analysis reduced to a percentage of the 
total auditing questions for each period, is 
shown on the following page. 

The current asset questions are strongly 
in the majority, with the item of cash most 
frequently referred to. The recent decrease 
in inventory questions is rather unex- 
pected. In general, from the viewpoint of 
practice, these figures would bear out the 
contention that closest attention is paid 
to those accounts which offer the greatest 
opportunity for fraud. The examiner, seek- 
ing questions which will provide the most 
thorough test, would probably favor the 
current-asset section because of the more 
complicated procedures necessary to verify 
the various accounts there presented, and 
because of the nature of the assets them- 
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STATEMENTS INVOLVED 
1896-1909 1910-1919 1920-1929 1930-1941 
Balance Sheet 
Other current assets................ 24 27 20 23 
Total current assets.............. 61 61 57 52 
11 9 12 13 
Liabilities and net worth............ 10 20 18 21 
Total other balance sheet......... 21 29 30 34 
100% 100% 100% 100% 


selves and the frequency of transactions 
involving these assets. 
Perhaps the most striking fact in this 


_table is that, in spite of the recognition in 


current literature of the importance of the 
income account, from both an accounting 
and an auditing viewpoint, the emphasis of 
the questions on profit and loss items has 
shown so little change. Actually, the ear- 
liest period revealed a greater percentage 
of questions on profit and loss than did any 
of the following periods. Assuming that 
fact to be a coincidence, as it most likely 
isin view of the small number of questions 
involved, the continued understress of the 
audit of items in the income statement per- 
haps indicates that auditing still clings to 
its historic indifference to the refinements 
of profit calculations. 

Specialized Auditing (247). A consider- 
able number of questions were classified 
under this heading wherein the candidate 
was asked to prepare an audit program for 
a special type of enterprise or to state the 
procedure of verifying some specialized 
account. In some cases, however, theory 
questions were classified herein, such as 
distinction between estate corpus and in- 
come, and theory of fund accounting for 
governmental units. In a few cases, the 
questions dealt with accounting state- 
ments and reports (stock brokers, chari- 


table institutions); system construction 
(clubs, trustee); or fraud (estate accounts, 
bucket-shop operations). 

Fifty-four questions had to do with in- 
come tax, making this topic second largest 
in this subdivision. (Estates provided the 
largest number with 64 questions, and 
banks were third with 43 questions.) The 
tax questions for the most part were fo- 
cused on determination of taxable income 
and allowable deductions in personal tax 
returns. A few questions touched on part- 
nership or fiduciary returns and on work- 
ing papers; only a dozen questions dealt 
with corporation tax matters—corpora- 
tion taxes no doubt were presented more 
fully in the examination papers in theory 
and practice. 

The three topics analyzed above consti- 
tute more than two-thirds (69%) of the 
total questions classified as auditing pro- 
cedure. Most of the rest of the questions 
had to do with the matters that are pre- 
liminary to a special audit or with various 
aspects of fraud in a certain specified line 
of business. 

Steps Preliminary to Audit (136). Ques- 
tions in this category were used less fre- 
quently in later years. Twenty-five per 
cent of the procedure questions in 1896- 
1909, but only 11 per cent in the period 
1930-41, dealt with this topic. 
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Questions concerning the preparation of 
an entire audit program were the most nu- 
merous (57 questions out of 136). The 
usual form of the question was a request to 
prepare a program or name the points that 
would be stressed in the audit of a given 
type of concern. The concern was usually 
described somewhat indefinitely as a small 
manufacturing company, a wholesale 
house, or a retail store of some kind. Pro- 
grams of audits “for credit purposes” were 
classified here. 

Nearly the same number of questions 
(54) dealt with audit programs under some 
unusual condition. These special factors 
included audits for special purposes (e.g., 
audit preliminary to a prospective merger 
or sale of a concern, or an examination to 
determine a partner’s interest); audit of a 
peculiar type of concern (e.g., a chain of 
retail stores); the fact that this was the 
first audit; the existence of unusual or in- 
complete records. 

Some of the questions (25) pertained to 
instructions to the client’s bookkeeper who 
was behind in his work, or asked the candi- 
date for the customary instructions to the 
client regarding the records which were to 
be made ready for the auditor. Over one- 
half of these questions were found in the 
first period and very few in the last period. 

Fraud (100) Questions on fraud consti- 
tute a relatively small proportion of the 
total questions but continue to hold a 
place in the examinations. Of the 100 ques- 
tions on fraud, 54 appeared before 1920 
and 46 thereafter. 

Four different aspects of fraud were 
found in the questions. The first type (44 


questions) was concerned with the ways. 


in which fraud could be perpetrated and 
the auditing procedures which would or- 
dinarily uncover the fraud. The second 
kind of question (26 items) inquired as to 
the procedures to be followed when fraud 
was definitely suspected because of either 
a statement to that effect by the client or 
discovery by the auditor. 
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A small group of questions presented 
certain conditions that are likely to be 
conducive to fraud, such as a combination 
bookkeeper-cashier or a store manager 
whose salary varied with the profits re. 
ported, and asked how the usual audit 
procedure would be varied in such a situa- 
tion. A few more questions involved the 
determination of the amount involved in 
cases where a defalcation was known to 
have taken place; usually this was for the 
purpose of determining the liability of a 
surety. 

A reclassification revealed the fact that 
questions on fraud pertaining to items of 
income or expense bore percentage rela- 
tionships to total questions on fraud for 
each of the four periods (5%, 14%, 24%, 
24%) that indicate a growing recognition 
of the auditor’s interest in nominal as well 
as in real accounts. This is in contrast with 
the fact that only a few questions on ex- 
pense or income items were asked when 
dealing with verification procedure. 

Reports and Certificates (48). Certain 
questions do not seem to fall in any of the 
above categories of procedure. They were 
for the most part merely memory ques 
tions asking for an example of an auditor's 
certificate, certificates requested of the 
client, or a letter requesting certificates of 
outsiders. Others asked in various ways 
about the contents of the auditor’s report 
and about working papers. Only ten ques- 
tions dealt with working papers. They 
were stated in general terms—names of 
schedules, care and significance of specific 
schedules—probably because problems in 
practical accounting would reveal the can- 
didates detailed knowledge of the prep- 
aration of working papers. 


2. QUESTIONS ON AUDITING THEORY 


The questions which seemed to belong 
in this major category were those which 
called upon the candidate for evaluation, 
explanation, and reasoning. Of the total 
number of auditing questions classified, 
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these constituted 23 per cent. Distributed 
into time periods, the use of this type of 
question shows a slight tendency to in- 
crease. 

1896- 1910- 1920- 1930- 

1919 1929 1941 
t theory 

ital questions 20% 22% 21% 28% 


The 543 questions under this heading 
fall into one major subclass: application of 
professional standards (408 questions), 
and two minor subclasses: nature of audit- 
ing (70 questions), auditor’s responsibili- 


ties (65 questions). (see p. 304) 


The questions which deal with applica- 
tion of professional standards usually 
present the candidate with a dilemma 
which he is expected to solve in a satis- 
factory manner with good judgment. This 
type of question is much used and its use 
is increasing. Over the four time periods, 
such questions made up 72, 75, 76, and 77 
per cent, respectively, of the questions on 
auditing theory, and 14, 17, 16, and 22 


per cent, respectively, of the total of audit-. 


ing questions. The six topics under which 
the questions fall are considered below. 
The figures in parentheses give the number 
of questions classified under each heading. 

Observance of Accounting Principles(117). 
Questions designed to test the candidate’s 
ability to render a sound opinion of the 
treatment of accounting matters, in ac- 
cordance with good accounting principles, 
approach the matter in two ways. The first 
is by presenting situations found in prac- 
tice, wherein the entries rest upon a ques- 
tionable interpretation of facts but the 
client insists that the interpretation is jus- 
tifiable and should be allowed to stand. 
Apparently the candidate is expected to 
solve a given dilemma in a way that will 
be acceptable to the client and at the same 
time meet the demands of a truthful dis- 
closure of the facts. The number of ques- 
tions found of this type (19) was rather 
meager, possibly because questions which 
mentioned the qualification of certificates 


as one of the alternatives were put in 
another section which deals with the cer- 
tificate. 

The second approach to the problem of 

testing the candidate’s judgment regarding 
accounting matters presents a less pressing 
dilemma in that there is no insistence on 
the part of the client that his own inter- 
pretation be used. Questions of this type 
request either approval or rejection of a 
given interpretation or treatment, with 
possibly an explanation for the stand 
taken, or else they ask what the auditor 
should do to present the facts properly. In 
describing the facts, the question may or 
may not state how those facts were re- 
corded on the books by the client. 

The second type of questions—those in 
which no preference is expressed on the 
part of the client except perhaps in so far 
as the facts have been recorded in some 
manner—comprise most of the questions 
dealing with accounting principles from 
the standpoint of auditing theory and the 
need for a meaningful disclosure. Ques- 
tions of this kind seem to be i 
with increasing frequency (15, 25, 16, 42); 
a decided increase appears in the period 
1930-1941. They are mainly responsible 
for making accounting principles seem 
more important in recent examinations. 
The increase in the fourth period can per- 
haps be attributed to the emphasis of the 
Securities and Exchange Commission on 
these matters, and the greater attention 
paid them in current accounting literature. 

Evaluation and Use of Evidence (96). The 
significance of the use of evidence in the 
auditor’s work is apparent in the continued 
prominence of the questions on that sub- 
ject. Three aspects of the use of evidence 
may be discerned in these questions. The 
auditor must know what evidence is likely 
to exist for a given item or account balance 
and where that evidence can be found. The 
auditor must understand the significance 
of any given item of evidence and the pos- 
sibilities of its use in his work. The auditor 
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must be able to evaluate the acceptability 
of given items of evidence. 

About one-half of the questions on evi- 
dence deal with the first two aspects men- 
tioned, the significance of given evidence 
having received special attention in the 
fourth period (15 questions). Questions 
dealing with acceptability of evidence were 
about equally prominent in the first and 
fourth (16 and 14) and seem to cover six 
topics: 1. The use of account balances 
themselves as evidence, usually with quali- 
fications as to the procedures used in keep- 
ing the accounts, or the type of books, e.g., 
loose-leaf ledgers, etc. 2. Vouchers and re- 
ports prepared by persons within the firm, 
summaries, requisitions, etc. 3. Vouchers 
prepared within the concern but circulat- 
ing outside, such as checks, etc. 4. Certifi- 
cates and documents prepared by out- 
siders—bank pass books, confirmation of 
bank or account balance, invoices. (Most 
of the questions were in this group.) 5. Cer- 
tain procedures and calculations—gross 
profit test, bank reconciliation, circulari- 
zation. 6. Miscellaneous—including certifi- 
cates prepared by members of the concern. 

All of the questions concerning evidence 
seem to have as their purpose a test of the 
candidate’s ability to use evidence, in- 
volving all the considerations necessary in 
actual practice. Kirkham and Gaa sum up 
these issues very nicely. 

“Because he is faced with the problem of judg- 
ing the usefulness of available evidence, the 
auditor must have a theory that will help him 
judge its validity. That theory must include rec- 
ognition of the degrees of opportunity for fraud 
or collusion in fraud and the degrees of responsi- 
bility possessed by officials and employees of the 
company. There must also be included the rela- 
tionship between the cost of the examination to 
the client and the risk of errors in principle and 
possibility of undetected fraud. Attention must 
also be directed to the degree of usefulness of any 
particular asset to a possible thief.”" 


1 E. J. Kirkham and C. J. Gaa, “Is There a Theory 
Basis for Audit Procedure?” Accountinc REVvIEw, 
June, 1939, p. 142. 
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Conduct of the Audit (95). In most of the 
questions in this section (55), the cand}. 
date was asked for an opinion of the audi. 
tor’s duty in certain unusual situations jn 
which there was no interference on the 
part of the client. The questions usually 
referred to some item or account balance 
to be verified which was surrounded by 
peculiar circumstances, as for example an 
inventory kept on a perpetual basis with 
the physical check made some time prior 
to the date of the audit. Questions of this 
type were used in the four periods to the 
number of 6, 14, 16, 17, respectively. 

The second type of question (about one- 
third of the group) involved a slightly dif- 
ferent aspect of the problem presented by 
the first type. Here the candidate’s task 
was to determine the adequacy or neces- 
sity of some given procedure and to indi- 
cate additional or different steps if the 
given method was, not considered satis- 
factory. The advisability of using test 
checking was often referred to here, es 
pecially in relation to the degree of internal 
control present. 

A few questions (9) dealt with the re 
fusal on the part of the client to allow the 
auditor to carry out certain phases of his 
examination, such as reading the minutes 
of board meetings, circularizing customers, 
or physically counting the inventory. The 
appropriate action required or advisable is 
for the candidate to decide, with freedom 
to select among alternatives as he may 
think suitable. The small number of ques- 
tions in this group is explained in part by 
the fact that whenever the alternative of 
qualifying the certificate was suggested, 
the question was placed in the certificate 
group, which is discussed in another sec- 
tion.. 

To present a situation and allow the 
candidate free reign in choosing a solution 
is a good way to frame questions of this 
kind, since that method gives a close ap- 
proximation to the conditions of actual 
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practice. The candidate’s knowledge of 
the requirements of auditing is tested, as 
well as his ability to act wisely in a situa- 
tion in which the client may dislike the 
standard practice. To find alternatives 
which are satisfactory to both the auditor 
and the client is a frequent problem in 


practice. 

Certificate Qualifications (58). The au- 
ditor’s certificate is in part his indication 
of the scope of the work he has done in 
order to reach the conclusion that he ex- 
presses concerning the affairs of the con- 
ce under audit. If qualifications are 
necessary to set the reader on his guard or 
to relieve the auditor from responsibility 
for misrepresentations, they should be 
given here. Qualifications may cover the 
verification work if it has been inadequate 
to enable the auditor to verify some item 
in the statements, or they may cover the 
statement presentations if the auditor 
feels that accounting principles have not 
been consistently followed or if necessary 
corrections and adjustments have net been 
permitted. 

This section does not include questions 
on the general form and content of the cer- 
tificate, since no theory seemed to be in- 
volved. Questions of the latter type were 
classed with questions on procedure. The 
questions dealt with here represent the 
fourth subclassification under the general 
head of the application of professional 
standards. Their use clearly increased since 
1920, the figures showing that 7, 9, 20, and 
22, respectively, of this type were used in 
the periods studied. 

Concerning the questions themselves, 
one type aimed at testing the candidate’s 
interpretation of the significance of given 
qualifications which dealt with either mat- 
ters of accounting principles or methods of 
verification. A second type required an 
answer as to whether, in given situations, 
the certificate should be qualified, or how 
it should be qualified, or both. Of these 


latter questions, most (30) dealt with vio- 
lations of accounting principles. Very few 
questions (9) had to do with qualifications 
relating to verification methodology or 
scope. 

Comments in the Report (28). Another 
group of questions was concerned with the 
auditor’s report. Two comments about this 
group should be made. Here, as with cer- 
tain certificate questions, if the question 
merely asked for the form and the arrange- 
ment of the report, it was classified in the 
procedure section. 

Questions dealing with report comments 
usually inquired as to the propriety and 
manner of discussing certain facts and 
situations in the report, such as adequacy 
of internal control, advisability of financial 
policies, soundness of condition, etc. The 
frequency with which these questions were 
used is shown by the figures for the four 
periods, 3, 8, 8, 9, respectively. 

Questionable Acts of Management (14). 
A — of a which first appeared in 

od beginning with 1910 and oc- 
namie in significant numbers only in the 
latest period is that having to do with 
questionable practices on the part of 
management. Included among other such 
practices are unauthorized borrowing, 
schemes of paying salaries to avoid per- 
sonal income taxes, profiting at the expense 
of the corporation by purchasing its securi- 
ties on the market at a low price and turn- 
ing them in for redemption at a higher 
price—all acts which would not ordinarily 
be reflected in the statements of the con- 
cern. 

The manner of stating the question is 
the usual one of presenting a situation to 
the candidate and asking what action, if 
any, he feels is required in view of his 
professional responsibilities. 

Nature of Auditing (70). A subclass of 
questions dealing with the nature of audit- 
ing not only showed a relatively small total 
number of items but also a clear tendency 


} 


to fall into disuse. The number of questions 
for each period was 22, 20, 15, 13, respec- 
tively. The most common type of question 
(40 items) was one which asked about the 
object, purpose, and advantages of the 
various types of audits, about the general 
duties and responsibilities of the auditor, 
or about the choice of the proper type of 
audit in relation to the type of business or 
the particular information which the client 
desired. Twenty-nine of the forty questions 
in this group were used in the first two 
periods—that is, before 1920. 

The remaining 30 questions fall into 
three small classes. One very interesting 
category is composed of the questions 
which inquire whether certain situations 
properly come under the auditor’s surveil- 
lance. Such things are mentioned here as 
transactions or events taking place before 
or after the period under audit (e.g., loans 
and market changes); the validity and 
legality of given transactions; the question 
whether the auditor should give advice 
regarding efficiency and organization of 
the firm or about the adequacy of insur- 
ance carried on the property. 

A few questions ask for an indication of 
the scope of the work called for in some 
specific type of audit, as balance-sheet 
audit, detailed audit, cash audit; and a 
few ask about the qualifications and train- 
ing that are expected of a person who is to 
make audits. 

Auditor's Responsibilities (65). The third 
subclass of questions on auditing theory 
dealt with the auditor’s responsibilities as 
a professional man, usually in regard to 
ethical standards or legal liabilities. Al- 
though rather few in number, these ques- 
tions tended to appear more frequently in 
the later periods. They represented the 
following respective percentages of the 
total number of questions on auditing 
theory, 6, 10, 11, 17; but even in the period 
of greatest use they constituted less than 
5 per cent of the total auditing questions. 
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The questions seemed to fall into fiye 
groups. In the first were a few questions 
having something to do with the accept. 
ance of an engagement, such as the under. 
standing that is necessary between the 
auditor and the client, or the propriety of 
conducting an audit for two separate 
groups whose interests are at variance, 
such as the bondholders and the manage. 
ment. 

A second small group of questions had 
to do with relations with the client and 
were concerned with such things as the 
propriety of the auditor’s handling sales 
of securities when he regularly audits the 
books of the issuing concern, and the 
standards of conduct for the auditor and 
his assistants while in the offices of the 
client. 

Another group, the largest, was con- 
cerned with the legal as well as with the 
moral responsibilities which the auditor 
assumes as a result of the representations 
made in the statements and in his certifi- 
cate or report. 

A fourth group of questions referred to 
the problem of the outside use of informa- 
tion gained during an audit. Included here 
were questions as to the appropriate action 
when, having audited the books of one 
client and found the concern near bank- 
ruptcy, the auditor elsewhere finds an ac- 
count with the first client’s books treated 
as a good account. Other questions referred 
to the auditor’s attitude as a court witness 
regarding information about his client. 

The final small group of questions dealt 
directly with professional ethics. The pro- 
priety of accepting audits on a contingent- 
fee basis, of accepting stock in a concem 
for the auditing fee, and of professional 
advertising were some of the topics touched 
upon. 


3. NON-AUDITING QUESTIONS 
It is difficult to draw a sharp line of de- 


marcation between questions on account: J 
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ing and questions on auditing, because re- 
wording of a question could easily make it 
clearly one or the other. And yet classifica- 
tion of the questions used in auditing 
examinations seems to make the attempt 
necessary. 

In the sample there were 874 questions 
which seemed only indirectly or vaguely 
to be auditing questions. Of these, 686, 
nearly four-fifths, dealt with theory of 
accounts in one way or another, or with the 
presentation of data in accounting state- 
ments. 

Throughout the years there has been 
little change in the proportion of these 
questions to total auditing questions. The 
slight increase in later years is not enough 
to be very significant. 


1896- 1910- 1920- 1930- 

1909 1919 1929 1941 
Per cent non-auditing to to- 
tal questions 


34% 38% 42% 38% 


Theory of Accounts (417). Questions in 
this category involved mainly a knowledge 
of accounts and accounting principles, 
and the use of that knowledge in resolving 
transactions into debits and credits to re- 
flect the facts. The questions, therefore, 
were only indirectly concerned with audit- 
ing processes. Rather they tested the 
candidate on knowledge which the auditor 
must have clearly in mind throughout his 
use of auditing procedures. (see p. 305) 

There was a clear tendency for the use 
of questions of this kind to decrease. This 
is indicated by the changing percentage of 
non-auditing questions to total auditing 
questions over the four time-periods: 70, 
53, 50, 28. A decrease in questions of this 
type from 70 per cent to 28 per cent in the 
most recent period is a significant change. 

Many of these questions (67) asked that 
given facts be resolved into entries, as 
consignments, sinking fund, returnable 
containers, or asked for correction of en- 
tries already made. Other questions (58) 
tested the candidate’s understanding of 
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the content of more or less common ac- 
counts or the naming of the accounts af- 
fected in the given situation. Included here 
were: interest on sinking-fund securities, 
asset appraisals, discount on machinery 
purchased, reserve and reserve fund, sus- 
pense account. Under revenue charges 
(66), more than half of the questions dealt 
with depreciation: propriety of making the 
charge, factors determining the amount, 
ways of handling depreciation on the 
books. Other questions here included: 
propriety of omitting certain items, usually 
interest, in computing income figures to be 
used as a basis for testing the selling price 
of a going concern; also treatment of 
losses, provision of reserves, determination 
of accruals, and questions somewhat simi- 
lar but rather difficult to describe concisely. 
A number of questions (61) dealt with as- 
set valuation—most of them with various 
current assets or good will. Some questions 
asked for the correction of adjustments, 
such as those for dishonored acceptances, 
or for prior capitalization of equipment 
that was built by the user. The question of 
deciding whether a given situation in- 
volved a capital or a revenue expenditure 
was frequently (52) posed. 

Questions in the above five subclasses 
accounted for 304 of 417 theory questions, 
but their use tends to decrease. There were 
52 questions of this type in the last period, 
in comparison with 99 in the first period. 

The remaining questions (113) classified 
as theory of accounts dealt with a con- 
siderable variety of topics without much 
concentration in any particular one. 
Realization of revenue (29) had to do 
mainly with the propriety of taking up as 
revenue the items designated and with the 
problem of determining the amount in- 
volved—commonly in connection with 
long-term contracts, installment sales, 
dividends on treasury stock. Income 
theory (24) was further considered in 
questions such as the effect on income of 
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fluctuations in fixed-asset values, pro- 
priety of secret reserves, treatment of 
interdepartment profits. Some questions 
(26) tested the candidates’ knowledge of 
certain types of calculation met in ac- 
counting: retail and gross profit methods 
of calculating inventory, compound in- 
terest and annuities, calculation of net 
income from single entry records. 

The questions on capital and surplus 
(14) included a few partnership questions 
in the first two periods, and several ques- 
tions about corporations: stock discount 
and premium, availability for dividends of 
various types of surplus. Liabilities brought 
forth a very small number of questions: 
propriety of showing contingent liabilities, 
treatment of unsold bonds. A scattering 
of questions appeared on parent and sub- 
sidiary relations and on foreign exchange. 

Statement Presentation (269). The trend 
in the use of questions of this type stands 
in interesting contrast to the trend of ques- 
tions of the kind described above. 

Somewhat more than one-half of the 

Percentage of total questions in the sample 
1896— 1910- 1920- 1930- 
1909 1919 1929 1941 
Theory of accounts 25 18 21 11% 
Statement presentation 5% 10% 11% 17% 
A reversal of emphasis is clearly evident. 
It is even more plainly shown below. 
Percentage of non-auditing questions 


1896— 1910- 1920- 1930- 
1909 1919 1929 1941 


145, 28% 
questions in this subdivision (148 ques- 
tions) asked the candidate about the 
method of reflecting stated conditions in 
the statements: installment purchase of 
machinery, credit balances of accounts re- 
ceivable and debit balances of accounts 
payable, advance payments on long-term 
contracts, cumulative preferred dividends 
in arrears, contingent liabilities, certain 
security covenants about the use of the 
proceeds. In addition to these there were 


Theory of accounts 
Statement presentation 
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questions on treasury bonds, cash value of 
insurance policies, method of showing as- 
set appreciation, machine royalties later 
applied on purchase price. 

A number of questions (48) dealt with 
the problem of classifying items into ap- 
propriate sections of the statements. A few 
questions on valuation were stated in a 
manner to relate them to statements, but 
the issue was essentially the same as that 
involved in similar questions classified 
above under theory of accounts. A few 
questions appeared also on consolidated 
statements, on treatment of foreign ex- 
change, and some that were difficult of 
subclassification. For example: Is the 
profit and loss statement a representation 
of fact, opinion, or both? 

Systems and Cost (96). Approximately 
ten per cent of the non-auditing questions 
were about systems and cost. Among the 
system questions the topic most frequently 
met (24 questions) was in regard to the 
adequacy of internal control and of these, 
17 questions appeared in the last period, 
1930-41. Other questions asked for a de- 
scription of complete systems or parts of 
a system. Some inquired about the value 
of a voucher system, or how a system pro- 
posed would help the auditing process. A 
few mentioned certain information and 
asked where the details would be found. 
Some asked the purpose of records or 
registers as named. A small number of 
general questions were on cost accounting 
(19), most of them being in the last period. 

Business Consultation (92). Although the 
number was not large, it is perhaps signifi- 
cant that questions in this category since 
1920 were two and one-half times those 
used before 1920. More than half of the 
questions dealt with financial and legal 
problems, including legality of dividends 
under given conditions, advisability of de- 
claring dividends, determination of sol- 
vency, division of losses in liquidating 4 
partnership, advantages and disadvantages 
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of incorporation, advisability of calling 
bonds. 

A number of questions involved the in- 
terpretation of accounting figures or ex- 
planation of terms. For example, how to 
use financial statements in deciding the 
advisability of investing in the concern’s 
securities, comment on relations among 
production, sales, and inventory, analysis 
of changes in expenses and profits, evalua- 


have consistently made up a little more 
than one-third of the auditing examina- 
tion. In the table summarizing the classifi- 
cation of auditing theory questions, two 
items, Ai and A4b, represent the applica- 
tion of accounting principles; and in the 
table summarizing non-auditing questions, 
the two main classes (A and B) likewise 
represent the application of accounting 
principles. 


NuMBer oF Questions DEALING WITH APPLICATION OF PRINCIPLES 


Al Observance of 
A4b Qualified certificates. 
B Statement 


tion of the use of the natural business year, 
explanation of stock rights. 

It is evident that many of the questions 
in the auditing examinations are theory 
questions or short problem situations which 
call for a use of theory. Reclassification 
shows that questions dealing directly with 
the application of accounting principles 


1896-1909 1910-1919 1920-1929 1930-1941 
20 29 19 49° 


3 3 11 13 
122 99 121 75 
25 58 62 123 
170 189 213 261 


These totals constitute a little more 
than one-third of the auditing questions 
in the sample; the percentage figures for 
the respective periods are 35, 34, 37, 37. 

The details of the classifications are 
tabulated and summarized in the tables on 
the next three pages. 


308 


304 The Accounting Review 


TABLE I 
CLASSIFICATION OF AUDITING PRocEDURE QUESTIONS 
1896-1909 1910-1919 1920-1929 1930-1944 
A. Verification Procedures 
1. Procedure for verifying specific accounts.............-.-++++- 48 78 


» Capital, capital stock, surplus... 4 4 3 6 
2. Procedures under special conditions................-.++eee00- 42 28 28 
a. Complicating conditions named.................+++++++% 11 17 17 17 
b. Adjusting audit technique to conditions................. 11 11 1 6 


g 
a 


B. Specialized Auditing 


4. Municipalities and funds....... & 3 4 10 il 
6. Clubs and fraternal organizations..................0seeeeeees 1 4 3 2 


C. Steps Preliminary to Audit 
1. Audit program for an enterprise indicated..................+. 25 11 10 11 
2. Audit program under 15 20 7 12 
a. If size of concern is controlling. ................e.+2000 cs 2 1 1 
c. If audit for special purpose 3 9 4 6 
d. If incomplete or unusual records. .................0.005: 5 2 2 


D. Fraud 
1. How committed and discovered ................0cceeeeeeecce 10 17 7 10 
3. Procedure under conducive conditions....................000- _ 3 3 8 
ee 4 3 4 


E. Report and Certificate 

Total auditing procedure questions.....................0seeeees 218 249 216 238 
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TABLE II 


CLASSIFICATION OF AUDITING THEORY QUESTIONS 
1896-1909 1910-1919 1920-1929 1930-1941 


A. Application of Professional Standards 
1. Observance of accounting principles 


a. If questionable interpretation demanded 
b. If no restrictions on alternatives..................0ceee00: 


2. Evaluation and use of evidence 
a. What evidence is available 
given 
3. Conduct of the audit 
a. Client limits the sc 


b. Extent of auditor’s du 
c. What verification is adequate 


Rel. 


ignificance of given qualifications 
b. Qualifying for accounting principles 
c. Qualifying for auditing principles 


5. Comments in the report 
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B. Nature of Auditing 


Definition and of audit 
taken of certain facts 
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ope the client 

. Representations in the report 

. Use of information about the client 
. Professional conduct 


Total auditing theory questions 
Per cent of total questions 


BSla 


15 16 42 
4. Certificate 22 
6. Questionable acts of management...................0e000ees OO 10 
C. Auditor’s Responsibilities 
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TABLE 
CLASSIFICATION OF NON-AUDITING QUESTIONS 
1896-1909 1910-1919 1920-1929 


1930-1941 


A. Theory of Accounts 
. Transactions analysis 
. Account content, account classification 
. Revenue charges, depreciation, etc 
. Asset valuation, goodwill, etc 
. Capital or revenue expenditures 


. Realization of revenue 

. Theory of income 

. Accounting calculations 

. Capital and surplus 

. Liabilities 

. Parent and subsidiary relations 
. Foreign exchange 


C. Systems and Cost 
. System questions 
. Cost accounting 


D. Business Consultation 


1, Financial and — problems, dividends, etc 
2. Interpretation of statement facts 


Section total 


Total non-auditing questions 
Per cent of total questions 


> > 


— 


1 17 18 18 

=. 4 9 16 14 

14 7 7 su] 
7 6 7 7 4 nm 
27 40 23 pr 
B. Statement Presentation 

1. Reflected stated 8 31 37 72 

* 2. Classification of accounts for statement use......... 8 il 10 19 

— 3. Valuation for statement use...................006- 3 a 2 5 

3 2 10 10 
58 62 124 

1 14 16 32 
2 1 4 4 10 A 

4 3 15 16 
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A. C. 


HE fasual analyses of auditing ex- 

aminations presented in the pre- 

ceding article call for an interpretive 
supplement. Being familiar with the prob- 
lems the author faced in making his re- 
search, I should perhaps supply the 
interpretive observations. Although I have 
drawn freely upon the other author’s im- 
pressions as derived from his intimate con- 
tact with the detailed questions, I assume 
full responsibility for the views here ex- 
pressed. 


A. HAVE EXAMINATION QUESTIONS CHANGED 
AS AUDITING HAS DEVELOPED DURING 
THE PAST FORTY-FIVE YEARS? 


A few summaries from tables in the 
preceding article will help to highlight 
some of the changes that have taken place. 

Percentage of Total Questions 
1896—- 1910— 1920- 1930- 
1909 1919 1929 1941 
Auditing procedure 45 44 37 34 
Non-auditing 35 42 38 


100 100 


Summary in Two Periods 

1896-1919 

Ques- Per 
tions Cent 
Auditing procedure 467 ad 
Auditing theory 225 21 
Non-auditing 363 35 


1,055 100 


100 100 


1920-1941 


The tendency for questions on auditing 
procedure to grow less prominent is clear 
in both tables. Auditing theory and non- 


auditing questions increase. Since New 
York, Illinois, and Wisconsin CPA ex- 
aminations regularly had a paper on ac- 
counting theory in addition to auditing 
papers containing numerous non-auditing 
questions, the over-all emphasis on ac- 
counting theory is greater than that shown 
by the auditing examinations alone. The 
Institute examinations have not presented 
a separate paper on accounting theory; as 
a consequence the proportion of accounting 
problems to the whole examination has 
been larger than in the states. 

Another way of observing where changes 
have taken place is to note the ranking of 
question types in the tables for 1896-1909 
and for 1930-1941. Variations in the types 
of questions which stand high on the lists 
give some suggestion of the change. 

The first ranking item in the earlier 
period was number ten in the list for the 
lastest period; the second later became 
fifth; the third was seventh; the fourth 
practically disappeared later; the fifth 
item became fourth; and the sixth became 
eleventh. 

In the ranking list for the latest period, 
the first item there had been ninth in the 
earliest period; the second and third items 
were practically unnoticed earlier; the 
fourth had been fifth; the fifth had been 
second; and the sixth item had been 
thirteenth. 

In the early list it is noteworthy that 
audit programs were very frequently asked 


Auditing Procedure Questions 


1896-1909 
Number 


Ty 
Outline audit 


Verification of cash 

Programs for special conditions 
Instruction to client 
Verification of 
Program for 


or incomes 
audit 


1930-1941 
Type Number 
Verification under complicating con- 17 
ditions 


Verification of inventory 
Tax questions 


| 

Ques- Per 

tions Cent 

454 35 

318 25 

$11 40 

1,283 100 
Rank 
25 1 
3 = 2 16 
i i 
H 14 4 Verification of expenses or incomes 14 
; 13 5 Verification of cash 13 
‘ 13 6 Audit of estates 13 
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for (Items 1, 3 and 6). Three of the first 
six most popular question types had to do 
with programs; they totaled 53 questions 
against 48 for the three other popular 
types. 


ternatives 


A definite concentration of questions 
under the first three topics is noticed in the 
earlier period. Over one-half of the ques- 
tions on auditing theory are in the three 
groups named; about as many questions 
are scattered through sixteen topics of 
fewer than ten questions each. 

In the latest period nearly three-fourths 
of the auditing theory questions are classi- 
fied into eight topics of ten questions or 
more. The remaining questions are classi- 
fied into ten topics of less than ten ques- 
tions each. In addition to the three favored 
topics shown above, the following were 
frequently used (ten to thirteen questions 
in each): certificate qualifications, general 
nature of auditing, responsibility for repre- 
sentations in the report, adequacy of 
verification, reactions to questionable acts 
of management. In this period, the first 
four topics included about one-half of the 
questions; the others were scattered over 
fourteen topics. 

Evidently there is still a tendency for 
questions to concentrate on a few topics. 
However, time has brought a broadening 
of the testing area. Topics with ten or 
more questions have appeared three times 
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as frequently as they did earlier. 

The top ranking question in the earliest 
period was fifth in the latest period; the 
second became fourth; and the third later 
advanced to first. 


Auditing Theory Questions 
1896-1909 : 1930-1941 
Rank Type Number Rank Type Number 
1 Nature of auditing 22 1 Application of principles among al- 42 
ternatives 
2 Evaluation of evidence 25 2 Evaluation of evidence 32 
3 Application of principles among al- 15 3 Extent of auditor’s duty 17 


In the earliest period about one-half of 
the questions were covered by the first 
four topics. The remainder were scattered 
through eighteen topics. In the latest 
period nearly one-half of the questions 
were on the first three topics; the remainder 
were covered in nineteen topics. It is 
noteworthy that four topics in the later 
period dealt with questions on accounting 
statements; forty per cent of the questions 
were of this kind. Most of the questions in 
the earlier period dealt with theory of ac- 
counts. The kinds of test offered by these 
two favored types of non-auditing ques- 
tion are probably not very different. But 
a change in the focus of the examiners’ 
attention is clearly indicated. 

The changes in ranking of topics are 
greater here than in the other major 
classifications. The topics that were first 
and fourth in the list for the early period 
are not represented in the later period by 
topics having ten questions or more. The 
second in the list later became sixth, the 
third became eighth, and the fifth became 
second. 

The changes that have taken place in 
the ranking of questions are suggested by 


Non-auditing Questions 
1896-1909 1930-1941 
Ronk Type Number Rank Type N 

1 Capital or revenue expenditure 24 1 Display of facts in accounting state- 72 
ments 

2 Asset valuation 22 2 Accounting systems 32 

3 Revenue charges 21 3 Account classifications for state- 19 
ments 

4 Account content 18 4 Transactions into debit and credit 18 

5 Accounting systems 15 5 Consultation or interpretation 16 

6 Transactions into debit and credit 14 6 Asset valuation 14 
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the top of the several lists restated below. 
Top Ranking Questions 
1896-1909 


1 Outline of audit programs 
? Nature of auditing 
3 Capital or revenue expenditures 


1930-1941 

{ Verification procedure under named conditions 
2 Application of principles among alternatives 

3 Display of facts in accounting statements 

Most people no doubt would agree that 
questions on the topics in the later period 
constitute an improvement in the manner 
of testing for professional qualifications. 

It is clear that changes are taking place. 
Broad general questions on the nature and 
purpose of auditing are of late being re- 
placed by questions that are more pointed 
and specific. It is to be hoped, however, 
that attempts to test the candidate’s 
powers of generalization will not be en- 
tirely abandoned. 

Earlier auditing examinations made fre- 
quent use of questions on the theory of ac- 
counts. The trend has been away from this 
type of theory question and toward theory 
as it involves accounting statements. 
Probably many situations which formerly 
constituted test materials have become 
elementary and commonplace and thus 
have now lost much of their former useful- 
ness for examinations. But the same funda- 
mental theory problems remain—problems 
of clear classification, of good account 
names, of adequate segregating of account 
content. Only the setting has changed; we 
now think of items in statements more 
often than we do of accounts in the ledger. 

There is a tendency to decrease the 
number of questions that seem to expect a 
picture of auditing as a process of checking 
details and verifying accounts, and to in- 
crease questions which view the auditor as 
a professional man whose qualifications 
and services have a known social signifi- 
cance. Questions which relate strictly to 
audit routines and procedural aspects tend 
to decrease. There is a tendency toward in- 


crease in questions that give the candidate 
an opportunity to indicate his realization: 

That accounting statements provide important 
data for use in forming social, managerial, and in- 


vestment policies. 


That the auditor is expected to make a critical 
evaluation of methods found and of the treatment 
of the facts. 

That he must be able to decide upon variations 
in the extent of his procedures according to the 
circumstances and to choose wisely among alter- 
natives without subservience. 

That his service extends beyond the mere veri- 
fication of accounting figures into keen judgments 
regarding the organization and efficiency of the 
client’s staff for providing adequate internal safe- 
guards. 


Auditing literature in the past has been 
largely descriptive of procedures. Is it not 
advisable that we write deeper into the 
subject than that? Where is the material 
that can stir the novice with glimpses of 
the heights of professional service? If we 
have literature that can help students to 
lift up their eyes, examiners can ask ques- 
tions that will help them to learn which 
candidates are best qualified by tempera- 
ment and vision, as well as by technical 
skills, to enter upon the high responsibili- 
ties of practicing a profession. 

Only a small number of questions touch 
upon the audit report. Since rendering a 
report is the focus of much that the auditor 
does, a need for questions on report con- 
struction or on problems dealing with some 
item in a report would seem to be clearly 
indicated. It is something of an art to ex- 
press facts and comments clearly in a text. 
Since it is a necessary art, and one, as we 
are constantly being reminded, in which 
novices are usually deficient, questions of 
this kind might prove a desirable stimulus 
as well as a test. It will no doubt be granted 
that examination questions have a definite 
influence upon the selection of educational 
materials. 

Only a small number of questions ask 
the candidate’s reaction to questionable 
acts of management. This is no doubt a 
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minor matter that is met in actual practice 
only infrequently. But questions in this 
area could be useful in disclosing the 
candidate’s realization that the profes- 
sional accountant, since he has an undis- 
closed public, has a moral responsiblity to 
view the acts of management with a pro- 
fessionally critical eye. 

The subject matter of the examinations- 
is undoubtedly changing as conditions 
change. That is to be expected. But it still 
is an open question whether the changes 
have been in proportion to professional de- 
velopments. If too many questions are 
colored by recent events, the test may be 
unreasonably severe on the candidates and 
thus be quite unfair to them. On the other 
hand, if too few questions touch upon 
modern conditions, the test may be inade- 
quate from the point of view of the welfare 
of the profession. The same kind of dilem- 
ma must be faced in the re-use of earlier 
questions. Certain areas of subject matter 
must be tested in nearly every examina- 
tion; other areas in some sort of cycle of 
intervals. New types of question may be 
devised to avoid continued use of old types, 
but this can easily lead to questions that 
are merely ingenious. It is easy also to 
overdo the use of earlier questions, since 
revision is not always as skillfully done as 
it might be. 

The tendency over forty-five years for 
auditing questions to change has been 
small in comparison to the changes that 
might have been made. Does this slowness 
to change result in examinations that give 
due weight to the increasing importance of 
the auditor’s work and to the increased 
responsibility of the auditor as an inde- 
pendent professional practitioner? Does it 
indicate that examiners are not fully awake 
to the value of auditing questions as a test 
of intellectual fitness? Or does it perhaps 
merely suggest that the attitudes and re- 
sponsibilities of the professional man are 
still to be subordinated in the examinations 
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to demonstrations by the candidate of his 
proficiency in marshaling masses of data 
and his skill in preparing schedules and 
statements in traditional ways? 


B. HAVE AUDITING QUESTIONS BEEN GOOD 
TESTS OF PROFESSIONAL FITNESS? 


This problem is only one phase of the 
larger one: Can accounting examinations 
measure fitness? Most people no doubt 
would agree that other tests are needed: 
age that reflects reasonable maturity; 
testimonials that support a good character; 
successful completion of a program of edu- 
cation; practical experience in accounting, 
Most of these collateral tests, it will be 
noted, have subjected the candidate to 
scrutiny by teachers, employers, and 
friends before his capabilities are tested by 
CPA examiners. Although the whole mat- 
ter need not be considered here, some ob- 
servations on accounting examinations in 
general may perhaps be permissible. 

CPA examinations on the whole still 
follow closely the original pattern estab- 
lished in 1896: commercial law, auditing, 
accounting theory, practical accounting. 
The principal changes have been: (1) 
Theory has often been discarded as a 
separate examination. (2) The problem 
examination has been notably expanded 
both as to types of problems given and as 
to time allowed the candidate to write. (3) 
Such new subject matter as seemed neces- 
sary has been pushed into one or the other 
of the traditional examinations when and 
where space seemed to permit. 

Are present-day needs adequately served 
by these expedients? How will regulatory 
law and practices be adequately brought 
within the scope of the examinations? Can 
the present treatment of income taxation 
in the examinations be improved as a test 
of professional fitness? Is not the public 
accountant well fitted to examine critically 
many aspects of corporation finance along 
with his study of corporate accounts? Such 
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thoughts as these seem to point to the 
need for another half-day session (to ac- 
company the present commercial law 
examination) which would test the candi- 
date on corporation finance, income and 
other taxation, and regulatory accounting. 

If questions on such matters are ap- 
propriate for a professional examination, 
they probably should not be presented as 
“auditing” questions. Already the auditing 
examination is being diluted with extrane- 
ous questions. Out of the sample of 2,338 
questions, 874 were not questions on audit- 
ing as such. Nearly one-half (48%) of the 
non-auditing dealt with theory of accounts 
and an additional one-third (33%) with 
statement presentation. These are matters 
of concern to the auditor, to be sure, but 
they are not in themselves auditing ques- 
tions. They would more appropriately be 
given under the apparently discredited 
subject of accounting theory. They are not 
auditing questions; yet such questions ap- 
pear in the auditing papers even if a sepa- 
rate paper is given on accounting theory. 

Some questions on cost accounting and 
systems are found here also. Have enough 
of these been used? Cost accounting is the 
basis of many figures in the accounts; cost 
information is essential to income determi- 
nation. It is important in these days that 
intermediate details and subtotals in the 
income statement shall rest upon sound 
foundations. That day is past when “prof- 
its available for dividends” (determined 
by comparing two audited balance sheets) 
was the focus of the auditor’s contact with 
income and expense data. When shall we 
see questions about cost inspection (cost 
auditing)? Will professional public ac- 
countants some day be regularly retained 
to make “cost audits”? Can we not have 
some real sytem questions occasionally, 
questions that would test the candidate’s 
realization that reviewing internal control 
and passing judgment upon internal audit- 
ing procedure are matters closely related to 
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a knowledge of accounting systems? 

The small proportion of questions that 
touch upon income, cost, expense, and 
revenue is noticeable. Is income determi- 
nation actually ten per cent of the pro- 
fessional accountant’s responsibility? Is 
eighty per cent of the significance of a 
balance sheet still in the current financial 
position shown? The auditing questions 
used seem to imply some such proportions. 
Does the balance-sheet audit really deserve 
the prominence given it in auditing ques- 
tions? Are income questions avoided in the 
auditing examinations because they are 
hard for the candidate to answer, because 
they are difficult for the examiner to de- 
vise, or because such questions would not 
constitute a valuable means of testing the 
candidate’s mentality? Are there very few 
questions about liabilities because they are 
less important than assets, because their 
verification is difficult, or because they are 
less likely than assets to be misstated in 
the accounts? Is very heavy stress placed 
upon the audit of current assets, particu- 
larly cash, because of the frequency of 
transactions, because verification method- 
ology is considered definite and concrete, 
or because fraud is most likely to hide 
there? 

The above queries are inspired by a 
study of the tables presented in the pre- 
ceding article. The following analysis, how- 
ever, is based upon a separate classification 
of the questions in four recent examina- 
tions which were not included in those 
tables (New York, October, 1941, and 
April, 1942; Institute, November, 1941, 
and May, 1942). 

There were 54 auditing questions in the 
four examinations. About 46 per cent were 
on auditing procedure; 13 per cent were 
on auditing theory; 41 per cent were non- 
auditing questions. The general pattern is 
somewhat similar to that for the larger 
sample. So small a sample could hardly 
conform more closely than this except by 
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accident. Of the 25 questions on auditing 
procedure, 12 related to the verification of 
specific accounts, cash and inventory being 
the most favored. Of the 22 non-auditing 
questions, 10 were related to the presenta- 
tion of facts in accounting statements, and 
9 dealt with some phase of the theory of 
accounts. These preferences were similar 
to those shown in the larger pattern. 

In order to be able to formulate some 
opinions regarding the kind of test which 
these questions gave the candidate, an- 
other and different type of classification 
was made. The count for this is given be- 


low. 
Character of test 


1. Test memory of typical textbook propositions... 12 
2. Test judgment in simple situations (as explain 
choice among alternatives)................. 11 
3. Test judgment in complex situations (include 
discussion, give reasons, etc.)............... 
4. Describe simple procedures.................. 7 
5. Justify simple procedures................... 6 
6. Test memory of many instances.............. 5 
7. Describe complex procedures. ............... 
8. Justify complex procedures.................. 1 


This ranking of question-types shows 
several interesting things. There is a cer- 
tain concentration in the first three classes 
—31 out of 54 questions. Of the 31, there 
are 19 which are tests of judgment and 12 
which test the memory. Of the same 31 
top-ranking questions, 19 are so framed 
as to be non-auditing questions and there- 
fore could be just as properly used in an 
examination in accounting theory. All of 
the descriptive questions (Items 4 and 7) 
come from questions that can be classified 
as auditing procedure. 

Opinions will differ regarding the most 
desirable ranking of these types of tests. 
But certain observations may be worth 
while. Memory tests of textbook material 
probably should not regularly and persist- 
ently rank first. They should rank high in 
the list, however, because a great deal 
that is useful can be learned from books 
with much economy of time. Testing 
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judgment in simple situations should rank 
high—perhaps first, most of the time, 
Capacity for exercising judgment is a most 
important professional attribute and some 
clue to its existence in the individual can 
be found from even simple situations if 
they are skillfully presented. The third 
item in the list may be higher than it 
should be most of the time. Overemphasis 
on this type of question could easily make 
an examination devastating. Items 4 and 5 
probably call for ranking below the middle. 
Many people would consider Item 6 the 
least significant type of test. Items 7 and 8 
are here lower in the list than their useful- 
ness for testing purposes would suggest. 
More questions of this type could well be 
used. 

Two other opinions may be added. 
About one-sixth of the 54 questions dealt 
with matters that have received rather 
recent emphasis (punch card accounting, 
responsibility for details of inventory and 
receivables, United States tax notes, sur- 
plus adjustments, certificate details, etc.). 
It would be easy, in a given examination or 
in a series of consecutive examinations, to 
stress recent past events unduly. One need 
not believe that 6 out of 54 is “undue 
stress,” in order to make this point; nor is 
it necessary to set specific limits to the 
phrase “recent past.’”’ On the other hand, 
because considerable emphasis is already 
indicated as placed on textbook proposi- 
tions, some attention to recent events of 
importance is advisable for proper balance. 

The other point is that carefully con- 
sidered phrasing of questions can convert 
many non-auditing questions into ques- 
tions clearly suitable for an auditing ex- 
amination. Many non-auditing questions 
deal with a transaction or with the treat- 
ment of an item in the statements. These 
could be framed either as something for 
the candidate to do (accounting) or as a 
situation already accomplished and now 
under critical scrutiny (auditing). Again, 
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questions with require the candidate to 
make a choice can be made a much more 
effective test of his judgment by asking for 
his reasons as well. 

Some questions should present dilem- 
mas and choices. In practice the auditor 
has to deliberate and decide, and not in- 
frequently he has to justify his action. 
Some questions should require the exercise 
of ingenuity and resourcefulness in fram- 
ing an answer. These are important quali- 
ties in an auditor and are worth trying to 
find in the candidate, even though exami- 
nation questions cannot reveal them very 
conclusively. 

Some questions should be specifically 
designed to give the candidate an oppor- 
tunity to express himself in clear, forceful 
language if he can. He is expected to be 
able to do so in practice. Is there any sub- 
stantial basis for the obvious avoidance of 
an occasional ‘‘essay type” of question? 
This issue will face anyone who reviews a 
small or a large number of examinations. 
All critics of the preparation of candidates 
say that young men in the profession 
usually seem unable to express themselves 
clearly. Would it not put a well-advised 
pressure upon students and teachers if the 
professional examinations frequently asked 
a question designed to lead the candidate 
to organize a few ideas in good readable 
English? No doubt answers would be 
harder to grade with one point allowed for 
this and half a point for that according to 
a prearranged “model” solution. Yet grad- 
ing of essay answers is successfully ac- 
complished in many college courses every 
month. If the grading of CPA examination 
answers should be something more than 
looking for deviations in calculated results, 
the other type of grading can be done there 
also and with benefit. It would not take a 
great deal of judgment to classify the an- 
swers to an “essay” question from two 
hundred candidates into five categories of 
graded excellence. 


The impression persists that too many 
questions are little more than memory 
tests or such as call mainly for descriptive 
answers. Are these as good a test of latent 
professional qualities as questions that 
stimulate answers involving judgment? 
Could not more questions be suitably 
framed to reveal the candidate’s resource- 
fulness, or to lead to a demonstration of 
ability to choose among alternatives with- 
out seeming to overstress this kind of test? 
These are matters of professional impor- 
tance at least equal to the ability to con- 
struct a bank reconciliation schedule. 

Of course any examiner could pose 
enough questions of professional judgment 
to floor all candidates if he did not remem- 


ber that both his experience and maturity 


of mind are beyond those of the candidates. 
Some questions give the impression of pre- 
meditated difficulty or of specialized sub- 
ject matter beyond the knowledge of all 
but a few. Such questions do more to 
hamper recruiting for the profession than 
they accomplish in raising the standards 
of admission. The profession is already 
handicapped in recruiting by seasonal 
activities and large turnover of staff. 
Public accountants are not always able to 
get the best young men available. Young 
men do not want special favors or easy 
examinations; they want regular employ- 
ment, steady progress, and examinations 
suited to their knowledge and prospects. 

We are most unfortunate in being forced 
to get along with a type of examination 
that tests all candidates at a single level 
and admits to the test only those who have 
already practiced the things they are to be 
tested in to see whether they may practice 
them. It would be much more in line with 
the dignities of a profession to require a 
preliminary examination or to prescribe 
substantial preliminary technical educa- 
tion in which the school tests could take 
the place of a formal preliminary profes- 
sional examination. Then the professional 
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examination for license to practice could 
become a real test of technical competence 
at a high level. As matters stand, nothing 
but compromise examinations can result. 
Any other kind would either admit numer- 
ous insufficiently qualified individuals to 
a statutory title or set the bars so high as 
to do untold damage to the growth of the 
profession. 


C. CAN AUDITING EXAMINATIONS BE 
MODIFIED WITH BENEFIT? 


There are two types of broad modifica- 
tion which might be considered. In one 
case the reasoning would be something like 
this: It has long been the practice to in- 
clude many questions, up to thirty or forty 
per cent of the total, which were not 
strictly auditing questions. Such questions 
tend to “dilute” the most professional 
paper of the whole series of examinations. 
Hence they should be excluded in favor of 
purely auditing questions. In the other 
case the reasoning would be something like 
this: The auditing paper affords an un- 
usual opportunity to offer questions that 
will be particularly useful in evaluating 
the candidate for admission to public 
practice. Past auditing examinations have 
not made the most of this opportunity. 
Hence the structure of this paper should 
be modified, particularly in the direction 
of amplification. 

It has been shown in prior sections that 
most of the non-auditing questions in- 
cluded in the auditing examination have 
dealt with theory of accounts and account- 
ing statements. That is the area usually 
called accounting theory. Is theory of so 
little importance that it has seemed ad- 
visable to abandon a separate examination 
in that subject? If it is abandoned for good 
and sufficient reasons, are the necessities 
of professional examinations met by bury- 
ing theory within long problems in practi- 
cal accounting where theory will hardly be 
consciously recognized as such, and by 
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scattering a miscellany of non-auditing 
questions here and there in the auditing 
examinations? 

It is to be hoped that theory has not 
fallen into such disfavor that questions of 
this kind will be neglected entirely. To do 
so would be to put aside a very useful 
means of testing the candidate. There 
might perhaps be some justification for 
such omission if all candidates were re- 
quired to have had a prior college educa- 
tion. Then it might be presumed that the 
candidate who had passed college examina- 
tions in accounting courses would have 
had all the testing by theory questions that 
he needed. 

It may be that at present accounting 
theory is considered to be so poorly de- 
fined as a definite area of accounting 
knowledge that it cannot constitute a good 
basis for a separate theory examination. If 
this is the reason that theory questions 
have been scattered elsewhere, it would 
disappear when conditions change. A 
strong theory examination may be ap- 
propriate some day—when the literature 
of theory has had time to continue its re- 
cent acceleration in growth; and when a 
change has come in present-day neglect to 
recognize the useful mental discipline that 
can result from a well-organized and rigor- 
ous study of theory and the application of 
theories. 

If non-auditing questions, now about 
one-third of the total, are excluded to leave 
a pure auditing examination, the benefit 
that is to follow depends upon the type of 
questions which will take their place. It 
would hardly constitute an improvement 
if the number of questions which call for 
descriptive answers or memory answers 
were increased, or if the examination be- 
came top-heavy with questions of proce- 
dure alone. There might be a danger that 
the area of testing would become too nar- 
row to afford the necessary flexibility from 
one examination to another. Flexibility 
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usually comes from covering a large area 
of subject matter. The lack of such flexi- 
bility probably helped to make the usual 
paper in accounting theory often seem to 
be such a weak examination that it might 
as well be eliminated. 

The problem of modifying the auditing 
examination is therefore in a large measure 
the problem of using accounting theory 
effectively in professional testing. Whether 
clearly recognized or not, theory of some 
kind underlies and gives support to all 
practices and procedures. Behind the prac- 
tical treatment of accounts, theory will 
probably be something less than pure 
idealism and something more than the idea 
that tradition is the most acceptable guide. 
But surely everything that is done in ac- 
counting is done for some reason or other. 
In those reasons lie the explanations of the 
treatment; the explanations express the 
theories that are inseparable from the 
practices. 

Behind the practical procedures of audit- 
ing also, there must be theory of some sort. 
Auditing involves a critical examination 
of the client’s accounting treatment of the 
facts. Audit procedure is a way of putting 
the auditor’s knowledge of theory—what 
the treatment might be under the circum- 
stances—into contact with the accounts as 
they are. If he does not know accounting 
theory, statement theory, auditing theory, 
how can the auditor be effectively critical? 
How can we thoroughly test professional 
candidates if the use of theory questions is 
neglected? 

It seems clear that theory is a natural 
part of both the problem examination and 
the auditing examination. It is equally 
clear that the original pattern of CPA 
examinations has already been modified 
with benefit in developing comprehensive 
tests under the title “Accounting Theory 
and Practice,” which extend over two long 
half-days, the two parts usually being 
graded together as one examination. From 


this I draw the idea of continuing and ex- 
tending this type of modification, since it 
has already proved beneficial. The next 
step might be to develop another compre- 
hensive test under the title “Auditing 
Theory and Procedure,’’ to consist of two 
half-day parts to be graded together. The 
questions could include much of the area 
of accounting theory; skillful wording of 
questions could relate the matter clearly 
to the auditor’s duty, judgment, or knowl- 
edge background and make the questions 
specific and objective. Questions should 
regularly be set to include ethics broadly 
considered, moral responsibilities of pro- 
fessional men, and other similar topics, in 
addition to auditing techniques and state- 
ment theory. 

The examination in Accounting Theory 
and Practice has come to be a real test of 
analytical power and skill in marshaling 
data—important professional matters in- 
deed. An examination in Auditing Theory 
and Procedure could be made a comparable 
test of professional attitudes and auditing 
techniques. These too are important 
matters. 

One could go even further with this ar- 
rangement. It should not be difficult to get 
acquiescence (1) to subdividing a three-day 
examination into two separate sections of 
one and one-half days each, and (2) to 
making a passing grade in Section A 
examination plus a certain amount of ex- 
perience in public accounting a pre- 
requisite for admission to Section B. Sec- 
tion A, with an educational requirement 
but no experience requirement for admis- 
sion, could include two half-day examina- 
tions in Accounting Theory and Practice 
separated by a half-day examination in 
commercial law as it is now constructed. 
Section B, with an educational requirement 
(that is, a passing grade in Section A) and 
an experience requirement (such as three 
years of satisfactory public accounting ex- 
perience), could include two half-day 
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examinations in Auditing Theory and Pro- 
cedure separated by a half-day examina- 
tion in Administrative Law and Finance 
along lines discussed above. 

Thus Section B could become an exami- 
nation in professional matters and reach a 
somewhat higher plane than Section A, 
which would deal more generally with ac- 
counting practices and technical skills. The 
outcome could very well be a definite eleva- 
tion of professional standards without con- 
sciously making the examinations harder 
and more baffling. Harder questions would 
merely eliminate candidates and would 
not necessarily raise the average level of 
ability in the profession. The elevation of 
standards would come from two causes 
(a) the educational requirement as a pre- 
requisite to Section A, (b) the separation 
of the testing of candidates for knowledge 
and skill in general accounting matters, 
and the testing for knowledge and atti- 
tudes in truly professional areas. 

The above analysis is not unrelated to 
conclusions that can be drawn from the 
results of recent examinations as reported 
in the Bulletin of the Illinois Society of 
Certified Public Accountants for Septem- 
ber, 1942. The Illinois law permits candi- 
dates to sit without having had prior 
practical experience, whereas most other 
states require several years of experience. 
Does this difference affect examination 
success? In four examinations (May and 
November, 1941, and May and November, 
1942), the following passed in account- 
ing theory and practice: Illinois—23.2%, 
59.9%, 35.8%, 40.7%; Institute—18.3%, 
31.8%, 34.2%, 22.8%. The following 
passed in auditing: Illinois—18.9%, 33.4% 
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15.3%, 20.9%; Institute—53.5%, 45.2%, 
36.8%, 52.3%. 

If it be assumed, in spite of the obvious 
lack of justification, that difference in re- 
quired prior experience is the only factor to 
explain these figures, it then seems (1) that 
practical experience is of little help in pre- 
paring for the examination in accounting 
theory and practice (although this is the 
test now most stressed), and (2) that 
practical experience does help in preparing 
for the examination in auditing (although 
this test is now taken no more seriously 
than that on commercial law). 

The figures seem to suggest (a) that 
problems are well adapted to private study, 
coaching, or classroom use in preparation 
for examinations and, (b) that auditing can 
best be learned in conjunction with experi- 
ence in making audits. The subject which 
is best adapted to classroom use should be 
dealt with in Section A of the professional 
examination where a practice requirement 
could be omitted; the subject which is 
most difficult to learn in class should pro- 
vide the materials for Section B of the 
examination and have a prerequisite of 
practical experience in public accounting. 

A strict requirement of experience as a 
basis for admission to the one and only 
examination is quite illogical as soon as 
practical experience is no longer the only 
way of successfully preparing to pass the 
examination. Practical experience is more 
properly a rule for admission to public 
practice than an avenue of admission to an 
examination. But experience as a prerequi- 
site can still be justified if applied to an 
appropriate part of the tests for admission 
to public practice. 
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THE CPA EXAMINATION 
Dick D. Quin 


y suByEcT “The CPA Examina- 
M tion” was deliberately selected to 

avoid discussion of a technical 
subject with which you are familiar. Most 
of you have passed the CPA examination 
and remember this unique experience in 
your life, but you doubtless have been 
willing to forget the whole matter and be 
thankful that you will not be required to 
sit again. In this discussion, the subject 
will be presented from the viewpoint of a 
member of a state board of examiners, 
based upon experiences and observations 
covering a long period of years. 

Our examination is primarily intended 
to test the ability of the prospective candi- 
date to enter the public accounting field. 
It is a sort of yardstick by which we meas- 
ure him, and we must ever keep vigilant 
to hold the CPA standard high. The sub- 
ject of CPA standards was so admirably 
covered in a recent editorial in the Journal 
of Accountancy that it is being repeated 
here for your benefit in case you missed it. 
Those of you who did read the editorial 
will benefit by considering again the fine 
thoughts expressed therein: 

“The daily emergencies of war are likely to 
distract attention from the less immediate but 
fundamental necessity of preserving the founda- 
tions of our whole social structure. The founda- 
tions of a profession are standards of qualification 
and conduct. The quality and ability of the indi- 
viduals who make up the group determine in the 
long run the scope of its epportunity for public 
service. Every profession has set up its own sys- 
tem for the training of those who are to be recog- 
nized as competent to practice, and for the exclu- 
sion of those who prove unfit. . . . 

“Unfortunately, there always has been some 
misunderstanding of the purpose of high profes- 
sional standards. Some raise the cry of monopoly, 
but actually it is the public interest which dic- 
tates the prerequisites to professional recognition. 
The professional degree, license, or certificate en- 


ables the public to distinguish those practitioners 
who have given evidence of their competence. 

“The validity of this distinguishing mark 
would be impaired by enactment of legislation of 
a type introduced in several states this year, 
which would permit the issuance of CPA certifi- 
cates to certain persons without the customary 
examination. Many legislators may feel it of small 
consequence whether a few dozen or a few hun- 
dred men should become certified public account- 
ants without going through the laborious routine 
prescribed in the past, particularly in time of war, 
when the whole society is unsettled, when revolu- 
tionary changes in old habits of thought occur 
every day, when life or death is the issue for mil- 
lions of men. Indeed, the specious argument has 
been advanced that a shortage of licensed prac- 
titioners calls for the issuance of additional 
licenses, even without proof of qualification, as 
though the mere possession of a certificate en- 
dowed its owner with abilities he did not possess 
before. 

“Tt should be made clear that the certificate of 
certified public accountant, like other profes- 
sional degrees and licenses, is a protection to the 
public. Businessmen, credit grantors, stockhold- 
ers, government officers, and others who rely on 
accountants’ reports will be the losers if creden- 
tials are handed out indiscriminately. We suggest 
that state societies of certified public accountants 
should inform the organizations representing 
these groups of the introduction of any bill which 
would lower CPA standards. They have a right to 
know, and it is entirely likely that they will take 
up the cudgels in defense of their own interests, 
which in this instance are identical with those of 
the profession itself.” 

In times of great stress, the tendency is 
to relax and to permit certain practices 
that would not even be considered under 
normal conditions. You public practi- 
tioners and you college teachers have a 
grave responsibility to hold the standards 
high, and you may rest assured that the 
CPA examiners will not relax for one 
moment in their efforts to strive for an 
even better examination. 

What, then, is the CPA examination? 
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By whom is it formulated? How is it 
given? Why is it so important? The 
answers to these questions will largely 
furnish the subject matter for the remain- 
der of this paper. 

The standard examination given by 
forty-six state and territorial accounting 
boards is prepared by the Board of Exam- 
iners of the American Institute of Ac- 
countants. Only the states of Maryland, 
New Jersey, New York, Ohio, Pennsyl- 
vania, and Wisconsin do not use the 
standard examinations; and the Institute’s 
Board of Examiners recently received the 
sanction of the Council for a subcommittee 
of the Board of Examiners to meet with 
the accountancy boards of the states 
named above, to discuss possible arrange- 
ments for adoption of the standard exami- 
nation. This is indeed a step in the right 
direction and we may look for the coopera- 
tion of these remaining six states in the 
not-too-distant future. 

A number of years ago the state ac- 
countancy boards organized the Associa- 
tion of Certified Public Accountant Exam- 
iners, an organization which now has a 
membership of state accountancy boards 
from forty-five states and three territories. 
At a recent meeting of the officers of this 
association, the request of the Institute’s 
Board of Examiners for membership was 
granted. Through this association the 
members of the state examining boards 
have an opportunity to exchange their 
views and experiences relative to the ac- 
tual conditions which confront the candi- 
dates who are sitting for the examination, 
and, on the basis of the experience so 
gained, to act in an advisory capacity to 
the Institute’s Board of Examiners. An 
annual meeting is held jointly with this 
Board of Examiners, and the cooperative 
spirit between the examiners in the field 
and the examiners who formulate the 
standard examination has been productive 
of many splendid results. 
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The examination lasting two and one. 
half days, recommended by the Associa. 
tion of Certified Public Accountant Exam. 
iners at the 1941 meeting in Detroit, was 
adopted by the Institute’s Board of Exam. 
iners and put into effect in the May, 1943, 
examination. The new examination covers 
the subjects of auditing, commercial law, 
theory of accounts, and practical accouut- 
ing, parts I and II. 

Only one new subject has been added 
to the examination, that of theory of ac- 
counts. The over-all time of the examina- 
tion has been increased to twenty and one- 
half hours instead of nineteen hours. It 
may not seem that much has been accom- 
plished by the changes made. But this is 
not true. The scope of the examination has 


been greatly broadened by the addition of 


the subject of theory of accounts. Added 
recognition has been given to the impor- 
tance of the auditing section of the exami- 
nation by increasing the time from three 
and one-half to four and one-half hours, 
with a more comprehensive set of ques- 
tions. But perhaps the most important 
feature is that the two long afternoon ses- 
sions of six hours in practical accounting 
have been cut to four and one-half hours 
each, The results of the first examination 
of two and one-half days have not yet 
been announced; but the officers of the 
Association of Certified Public Accountant 
Examiners have stated that many expres 
sions of approval of the new examination 
by both candidates and board members 
have been received. 

The candidate has also been given a 
further break in that he may receive credit 
for passing any two subjects at any exami- 
nation and be re-examined in the condi- 
tioned subjects within a limited period of 
time. We must not get the idea, however, 
that the changes made have been designed 
to make it easier for the candidate to pass 
the examination. All accountants recognize 
the fact that the CPA examination is stiff; 
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put we firmly believe that we are getting 
better men into the profession by the use 
of this high standard, and we shall con- 
stantly strive for a better and fairer exami- 
nation. To this end, the Institute’s Board 
of Examiners has given serious considera- 
tion to the problem of long-range planning 
of examinations. The Board has retained 
a member of the Institute with public ac- 
counting and university teaching experi- 
ence to assist in the initial development of 
a long-range program for future examina- 
tions. Also, because of the importance of 
the Board’s need for technical assistance in 
developing the examination program, a re- 
quest has been made for an appropriation 
of $3,000 for technical assistance for the 
fiscal year 1943-44. Progress is being made 
and although it is always our American 
prerogative to criticize, we should only do 
so if we have some better idea or sugges- 
tion to offer with regard to the particular 
thing we wish to criticize. Both the Insti- 
tute’s Board of Examiners and -the As- 
sociation of Certified Public Accountant 
Examiners would welcome comments re- 
garding present or future examinations. 

Both educators and public practitioners 
have a definite part to play in preparing 
the candidate for the CPA examination. 
This brings up a very controversial sub- 
ject, since most educators feel that the 
college graduate should be permitted to sit 
for the examination without experience, 
whereas most public practitioners lean to 
the belief that a man must have public 
accounting experience before he should be- 
come eligible for the examination. My ex- 
perience, both as a public accountant and 
as a member of a state examining board, 
has firmly convinced me that no candidate 
should be permitted to sit for the CPA 
examination until he has had a minimum 
of two years’ public experience, or five 
years’ private accounting experience. This 
statement will probably not go unchal- 
lenged, yet the answer should come in the 
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question, “For whom is the examination 
intended?” Surely, the CPA examination 
should be intended for the staff accountant 
in public practice who desires to obtain 
public recognition of his ability as an ac- 
countant by passing an appropriate exami- 
nation that will entitle him to use the 
title “‘Certified Public Accountant” after 
he is certified. If the college graduate with- 
out public accounting experience can pass 
the examination, the virtue does not rest 
with him; rather the fault lies in the exami- 
nation. 

If you have not had the opportunity to 
read the midyear report of the Institute’s 
Board of Examiners and the comments of 
the Council members on this report, you 
should do so. The question of experience 
before or after the examination was the 
subject of most of the discussion. Professor 
A. C. Littleton was present and stated: 
“Tt is quite logical from my point of view: 
that one should be entitled to try the 
examination when he felt ready, but it is 
also quite logical that the profession should 
limit those who actually enter practice to 
those who have had some experience.” At 
the same meeting your President suggested 
that aptitude tests be given prospective 
accountants in a similar manner to those 
prepared by psychologists and given to 
many men in the Army. This suggestion 
met with such hearty approval that it was 
referred to the Executive Committee of the 
American Institute of Accountants for 
definite action. 

But what of the question of experience 
before or after the examination? We can 
get a better insight into this problem by 
quoting some of the leading members of 
the profession who attended the May, 
1943, meeting of the Council of the Ameri- 
can Institute of Accountants and entered 
into the discussion of the Board of Exam- 
iners’ report. Let us consider the comment 
of John W. Forbes, past President of the 
American Institute of Accountants and now 
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Chairman of the California Board of 
Public Accountancy. He said: 

“For about thirty years, we followed the 
plan in California of permitting anybody 
to take the examination. We found the 
reason for putting the plan into effect was 
that we were encouraging the universities 
to give accounting courses or instruction 
in accounting, and the University of Cali- 
fornia and Stanford University had fine 
accounting departments. The students 
said that by the time they had worked in 
an accounting office for a few years, they 
had forgotten all that they learned in the 
university ; in order to meet that objection, 
we permitted them to take the examination 
and make up afterwards the necessary re- 
quirements as to experience, and we have 
never found that there has been any dif- 
ficulty at all. Now that is about thirty 
years’ experience, and we see no reason to 
change the rule.” 

In reply to this statement, we heard 
from Mr. C. Oliver Wellington, also a past 
president of the Institute, and a former 
member of the Massachusetts State Board 
of Public Accountancy and the Institute’s 
Board of Examiners. He stated: “I am a 
little worried about what Mr. Forbes said. 
I agree with him, but it seems to me that 
that illustrates a situation which is not 
very good for the profession if a man some 
years out of school is not able to pass the 
examination. I remember when I was on 
the Board of Examiners in Massachusetts 
and later with the Institute we leaned very 
strongly toward questions that would be 
easy for a man who had had years of 
practical experience and would be less easy 
for the boys who were just out of school 
with merely theoretical experience. I make 
that suggestion for the consideration for 
Mr. Mendes and other members, that, 
wherever possible, we keep these examina- 
tions on a practical basis, so that a man ac- 
tually in practice will find them close to 
his experience, and perhaps, on the con- 
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trary, make them a little more difficult for 
those who have merely the theoretical 
experience.” 

Next, a partial quotation from Professor 
William A. Paton, University of Michigan. 
“T think that the practical men of seven 
or eight years’ experience are better men 
than the young fellows, but that doesn’t 
mean that they can write a better examina- 
tion. And I believe it is possible to set the 
kind of so-called practical examination 
that the young fellow cannot write better 
than the older man. In other words, the 
older man is a better accountant, and he 
knows more about the whole situation, but 
he has lost, if he ever had it, the facility to 
write an examination. So my plea would 
be that we move in the direction of not re- 
quiring this and that experience, or this 
and that equivalent of this or that kind of 
experience, for admission to the examina- 
tion. Instead we should lay more stress on 
educational and other qualifications which 
seem to give a man the necessary knowl- 
edge to write an examination, and then 
hold up the final status some way for two 
or three years.” 

And my last quotation is from Mr. 
Edward S. Rittler, a member of the State 
Board of Certified Public Accountants of 
Louisiana and also a member of the Council 
of the Institute. He said: 

“Tn Louisiana we permit candidates to take the 
examination and notify them that they are sub- 
ject to experience requirements. The nature of 
those experience requirements is up to the Board 
itself to determine. In other words, the State 
Board of Accountants of Louisiana has pretty 
wide discretion as to evaluating a candidate’s ex- 
perience. We do not give a certificate to every- 
body who passes the examination subject to the 
experience requirements, but we do give consid- 
erable weight as to what a candidate’s duties are 
in his particular position, as to whether he is with 
the Government, or whether he is with private 
industry.” 

From the opinions expressed we find 
that there is a divergence of views as to the 
advisability of requiring experience before 
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or permitting it to be obtained after the 
examination. But all are unanimous in 
agreeing that the CPA certificate should 
not be issued to anyone who lacks proper 


public accounting experience. In my opin- 
ion, this latter viewpoint should be con- 
sidered by state accountant examiners as a 
sacred trust to the American public. 


ACCOUNTING PROFITS: AN 
INSTITUTION* 


ALFRED BORNEMANN 


N INSTITUTION, as described by 
Walton H. Hamilton, is a verbal 
symbol which describes a cluster of 

social usages: 

It connotes a way of thought or action of some 
prevalence and permanence, which is embedded in 
the habits of a group or the customs of a people. 
In ordinary speech it is another word for pro- 
cedure, convention or arrangement; in the lan- 
guage of books it is the singular of which the 
mores or folkways are the plural. Institutions fix 
the confines of and impose form upon the activi- 
ties of human beings. The world of use and wont, 
to which imperfectly we accommodate our lives, 
isa tangled and unbroken web of institutions.! 


It is in this sense that the profit system 
may be considered an institution. Further 
consideration, however, suggests the more 
specific fact that the body of knowledge 
subsumed under the term “accounting” 
summarizes the customary behavior in 
calculating profits. Always a matter of 
practical expediency rather than the result 
of detached philosophic speculation, ac- 
counting has, nevertheless, gradually 
emerged with a body of doctrine which 
presents a claim to recognition as the 
customary, conventional, and now neces- 
sary way of behaving in calculating profits. 
As a result, accounting profits as an insti- 
tution cannot be ignored. 

Historically, numerical estimates of pro- 
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fit become a business necessity with the 
expansion of the market and a correspond- 
ing increase in uncertainty.” Such estimates 
are provided by accounting which at- 
tempts a quantitative clarification of the 
results of the utilization of productive 
forces. Since the techniques of accounting 
may be universally employed, the account- 
ant requires functional, rather than special- 
ized, knowledge of different industries. 
Plant accounts, not tangible machinery and 
buildings, become significant; raw-material 
accounts become more important than iron 
or wool. In thus providing the commercial 
point of view, accounting has gradually de- 
veloped from a status as a mere appendage 
to a position of importance equivalent to 
that of production itself. 

From the relatively simple record-keep- 
ing of an earlier period there have emerged 
the now highly complex, specialized func- 
tions of purchasing and marketing. 3 In- 
creasing problems also give rise to the 
expansion of interests concerned with per- 
sonnel, managerial techniques, publicity, 
and other features. Thus, with growth in 
the size and complexity of enterprise, 
bureaucratic factors make their appear- 
ance.‘ It follows reasonably that ‘the 


H. von der Gablentz, “Industriebureaukratie,” 
Schmollers Jakrbuch, L (1926), 541 f. This paragraph 
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process of policy formation is a highly com- 
plex one in which many persons and groups 
may take part.”® 

Bureaucratization itself implies nothing 
more than subjecting the division of labor 
in administrative management to measure- 
ment and supervision.® Standardization 
supersedes individual differences. At the 
same time, however, it is undesirable to 
overlook the fact that the acquisition 
of specialized administrative experience 
strengthens the respective positions of in- 
terests participating in the bureaucratic 
hierarchy. Fairly definite internal relation- 
ships, which vary in detail from organiza- 
tion to organization, become established. 
Individual effort is, on the whole, circum- 
scribed within fairly well-defined limits. 

The common objective resolves itself 
into a quest for accounting profits. Be- 
havior is directed toward the acquisition 
of profits as ultimately shown by the ac- 
counting records. With the passage of time, 
increasing accounting requirements and 
techniques have been accompanied by the 
development of a body of highly involved 
doctrine. Public control is a further factor 
contributing to this result. In the United 
States, as well as in so divergent an econ- 
omy as the Soviet Union, governmental 
bodies have imposed standards which were 
already generally recognized as desirable 
by both public and private accountants. 
Meanwhile, also, there is an ever-growing 
attempt on the part of accountants to ar- 
rive at a body of principles or standards 
which can be generally accepted.’ 


can writers the following may be cited: Robert A. 
Brady, “Policies of National Manufacturing Spi 
verbinde. I,” Political Science Quarterly, LVI (1941), 
205 f.; J. M. Clark, Studies in the Economics of Overhead 
Costs (Chicago, 1923), p. 124; Marshall E. Dimock and 
Howard K. Hyde, Bureaucracy and Trusteeship in Large 
Corporations CT NEC. Monographs,” No. 11 (Wash- 
ington, 1940]); Donald W. McConnell e¢ al., 7 
Behavior (Boston, 1939), p. 212; Harvey Pinney, 
a Inc.,” Social. Forces, XIX (1941), 
5 National Resources Committee, The Structure 

the American Economy, Part I (Washington, 1939 
p. 157. ® Gablentz, op. cit., pp. 541 f. 
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Although accepted practices have de- 
veloped from customary and_ habitual 
ways of thinking and in spite of the fact 
that accounting is still widely thought of as 
being concerned essentially with variations 
in the ownership equity as reflected in 
capital stock plus surplus, there is evidence 
that a more sophisticated attitude is re- 
placing a view implying that a modem 
enterprise may continue to be regarded as 
a typical nineteenth-century proprietor- 
ship, the owner of which is interested in his 
equity. Paton and Littleton, for example, 
in stressing the theoretical objective of 
matching costs against revenues,® actually 
reinforce the contention that accounting 
profits have become an institutional device 
which expresses the end of economic ac- 
tivity in modern society.® These writers 
recognize the difficulties of achieving the 
theoretical goal when they add that “if 
this conception of matching costs against 
revenue could be effectively realized in 
practice, the net accomplishment of the 
enterprise could be measured in units of 
output rather than of intervals of time.” 
When the use of the accrual method, prob- 
lems of depreciation, certain procurement 
practices, and other business policies dic- 
tated by expediency or long-range objec- 
tives are taken into account, it becomes 
evident that precise calculation of the 
costs of specific revenues is virtually im- 
possible in the sense sometimes assumed. 
The allocation of overhead costs, particu- 
larly in large-scale enterprise with slow 
capital turnover, introduces the additional 
question of the status of the product to the 
cost of which it is allocated. Thus the 
amount to be allocated to differentiated 

7Cf. W. A. Paton and A. C. Littleton, An Intro 
duction to Corporate Accounting Standards (Chicago, 
1940); Thomas H. Sanders, Henry R. Hatfield, and 
Underhill Moore, A Statement of Accounting Principles 
(New York, 1938). 


8 Op. cit., p. 15. 
Reflecting the 


trend toward “the profit and loss 


viewpoint” is Stephen Gilman’s Accounting Concepts of 
Profit (New York, 1939). 
Paton and Littleton, of. cit., p. 15. 
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products which might have attained a 

somewhat monopolistic position would 
logically, even if not always in practice, 
be relatively larger than that allocated to 
products sold in a more competitive mar- 
ket. 

For the solution of these difficulties no 
universally applicable formula can, of 
course, be sought. Indeed, even though in- 
ternal consistency in the application of ac- 
cepted principles is generally agreed upon 
as a first necessity," it is reasonable to 
anticipate occasional deviations. Since 
transactions must be accounted for by the 
exercise of practical judgment, it is not 
unlikely that, when viewed in retrospect 
and in the light of additional information, 
somewhat different procedures might often 
suggest themselves as wiser and more ap- 
propriate. Notwithstanding such possibili- 
ties, however, it must be acknowledged 
that, generally speaking, 
tules become individualized and tend to vary 
among different enterprises under the influence of 
different ideas of convenience, effect of alterna- 
tives, etc. Within a given enterprise they are apt 
to change slowly since persistence in the continu- 
ance of established rules adds materially to the 
ability of interested parties to interpret accounting 
data correctly.'? 

This is another indication of the apparent 
tendency toward institutional stability 
which is displayed by several practices. 
Accounting itself would appear to exercise 


"Cf. H. A. Finney, General Accounting (New York, 
a p. 156; Sanders, Hatfield, and Moore, op. cit., 


pp. 5 
a hie and Littleton, op. cit., p. 57. 


a conservative and retarding influence in 
so far as it is depended upon as a guide to 
policy. In this respect it has developed 
concomitantly with the business structure 
as a whole. On the other hand, it might be 
added that, in the teaching of business 
management and accounting, schools of 
business administration contribute to the 
tendency toward further institutionaliza- 
tion of procedures and regularization of 
arrangements. 

In these tendencies the place of account- 
ing profits as an institution manifests itself. 
Guided by the body of conventions “‘based 
on a combination of theoretical and practi- 
cal considerations,’’ on the basis of which 
statements of principles are in turn at- 
tempted, accounting has become the ac- 
cepted device for the calculation of profits. 
Since accounting profits constitute the 
characteristic type of profits with which 
the profit system is concerned, it is difficult 
for those occupied with efforts to compre- 
hend the institutional structure of modern 
society to avoid taking considerable in- 
terest in accounting. Even in a highly 
socialized or actually socialist economy, 
however, any revolutionary attempt to 
supersede accounting profits would require 
the elimination of an institution and its re- 
placement by another. When the nature of 


_an institution is recalled, the difficulties of 


such a procedure readily suggest them- 
selves. 


18 Examination of Financial Statements by Independ- 
ent Public Accountants (New York, 1936), p. 2. 
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NDIVIDUALS who are in charge of de- 
vising curricula for students of ac- 
countancy today are not likely to 
think that good accountants can be made 
by the simple process of giving students a 
large number of courses directly in the 
field of accountancy. It is now widely 
recognized that such a narrow course of 
training tends to produce mere techni- 
cians rather than professional men. How- 
ever, while the need for a broad training 
for accountants is generally appreciated, 
those who plan curricula too often try to 
fill this need by aiming at the whole Liberal 
Arts field, including the humanities, the 
physical sciences, and the social sciences, 
and there is a tendency to disregard eco- 
nomics as social science in connection with 
the training of accountants. Of course, 
students of accountancy are usually re- 
quired to take certain specialized courses 
in economics in order to be admitted to 
the advanced courses which are prescribed. 
But these advanced courses in economics 
are commonly so directly related to the 
field of accountancy itself that they might 
almost as well be called courses in ac- 
countancy as courses in economics. With 
the exception of such courses, most stud- 
ents of accountancy do not go far in eco- 
nomics. 

It is the contention of this article that 
students of accountancy should do more 
work in general economics (economic 
theory), and in advanced economics 
courses which are not very directly related 
to the field of accountancy, than they now 
do. The part of this contention which is 
concerned with general economics might be 
rejected by many students of accountancy 
and their faculty advisers on the ground 
that economic theory is too abstract and 


THE VALUE OF ECONOMICS FOR 
THE ACCOUNTANT 


H. BLODGETT 


unrealistic to be of any great practical 
value to the accountant. Economic princi- 
ples and theories depend upon a great 
number of assumed conditions, many of 
which exist most imperfectly, if at all, in 
actual economic life; these principles and 
theories therefore seem to apply to some 
other world than this one and seem to have 
little significance for practical men who 
must concern themselves with economic 
life as it actually exists. The economic 
theorist seems to be asking himself, as did 
the nursery poet, 

“Tf all the world were apple pie, 

And all the sea were ink, 

And all the trees were bread and cheese, 

What should we have to drink?” 
Such problems of an “apple-pie world” 
may be intricate enough in all conscience, 
but their solutions, while they may be in- 
teresting, are likely to be unimportant. 
That is, there is no reason for thinking that 
the actual economic world is going to turn 
into the imaginary world of the economic 
theorist, or that the imaginary world of the 
theorist is sufficiently like the actual world 
that the study of the one is likely to throw 
much light on the operation of the other. 
In such a situation, why should the stud- 
ent of accountancy spend much time in 
delving into economic theory? What as- 
sistance can he possibly expect to get from 
it? 

The attitude toward economic theory 
which has just been expressed probably re- 
sults from inadequate teaching in theory 
courses, poor textbooks, or some deficiency 
on the part of the students themselves. 
Economic theory is, of course, interested 
in the general aspects of economic phe- 
nomena and their typical relationships, 
and the methods of economic theory are 
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properly and necessarily abstract and de- 
ductive. If the economic theorist attempted 
to study individual economic phenomena 
in all their actual complexity, it is doubtful 
that any general aspects or relationships 
would appear or that any general laws and 
principles would be developed. The theor- 
ist must abstract certain phenomena or 
characteristics of phenomena for study. 
This is what the older economists were 
doing when they developed the concepts 
of economic motivation and the economic 
man. They did not think for a moment that 
men are influenced solely by the economic 
motive and spend all their lives in activi- 
ties devoted to the pursuit of selfish 
pecuniary gain. These economists were 
merely separating out a certain part of 
human motivation for study and were 
leaving other motives more or less out of 
consideration for the moment. 

Thus, the economic theorist attempts to 
simplify the situations with which he must 
deal by making certain hypothetical as- 
sumptions concerning the nature of eco- 
nomic phenomena and the institutional 
situations in which they exist. When such 
assumptions have been made, economic 
phenomena are seen to have common as- 
pects and relationships from which the 
economist can deduce general principles 
and laws. But economic theory would not 
be worth much if it stopped here. The next 
step is to study the extent to which the as- 
sumptions which have been made are 
likely to be realized in actual economic life, 
and the final step is to develop the modifi- 
cations of economic theories, laws, and 
conclusions which will be necessary when 
the assumed conditions are not present in 
the real world or are only partly realized in 
practice. The theorist may also be helped 
by the use of inductive methods, at least 
to the extent of verifying his conclusions, 
but very few economic laws or principles 
have ever been developed by pure induc- 
tion. 


If the economist wants to study the 
factors affecting the determination of 
wages, he does not go out into the labor 
markets of the country and consider all the 
thousands of actual wage rates which pre- 
vail and the varying situations in which 
they are determined. If he did, he might 
get a great deal of detailed data on wages 
but it is doubtful that he would ever arrive 
at any general explanation or theory of 
wages. Instead, he decides to study one 
grade of labor at a time, under the institu- 
tions of capitalism, and under certain as- 
sumptions concerning labor markets. The 
owners of the agent of production in ques- 
tion and those who demand it in produc- 
tion are supposed to have a fairly wide 
knowledge of the market conditions which 
concern that agent. There must be so 
many persons demanding and supplying 
the productive agent that no one demander 
or supplier can affect its price by his ac- 
tions. The employers of the labor must 
compete actively for the available quantity 
of it and the owners of the labor must 
compete actively for the available op- 
portunities for employment. There must 
be no organized attempts on the’ part of 
workers or employers to force wages up or 
keep them down. Labor and capital are 
supposed to be mobile as among occupa- 
tions and places. There must be substantial 
equality of bargaining power as between 
employers and workers. The government 
must not interfere with the process by 
means of which wages are determined but 
rather must leave wage rates entirely at the 
mercy of the forces of demand and supply 
in the market. Finally, the enterprisers 
who demand the labor must sell their own 
final products under competitive condi- 
tions. 

Under these assumptions, the economic 
theorist can see how demand and supply 
forces would determine wages and can 
state his general theory of wages in terms 
of marginal productivity or some other 


325 
ul 
i- 
of 
n 
d 
1e 
re 
10 
ic 
ic 
id 
e, 
t. 
at 
mn 
ic 
ld 
in 
S- 
m 
y 
e- 
ry 
8. 
e- 
re 


326 


factor. Since the general theory of wages 
merely describes how wages would be de- 
termined under idealized conditions, it is 
only a rough approximation of reality. It 
is of value not as an explanation of actual 
economic life but as a basis for study. 
With the general theory in mind, it is 
possible to see how actual economic con- 
ditions vary from the ideal and to allow 
for these departures. That is, the theorist 
must turn promptly to an examination of 
actual economic conditions in labor mar- 
kets to see the extent to which his assump- 
tions are realized or fail to be realized. 
Finally, he must explain how and to what 
extent his general theory has to be modified 
to cover actual market situations in which 
his assumptions fail to be realized perfectly. 

There are several pitfalls which lie in 
the way of the economist in using the 
theoretical method. His deductions on the 
basis of the assumed conditions may be 
faulty. He may not state or even realize 
the assumptions which he is making in 
developing general theories or laws. When 
these theories or laws have been developed, 
he may become so enamored of them that 
he forgets that they were based on an ex- 
tensive set of assumptions and thus come to 
regard them as exact descriptions of eco- 
nomic reality instead of rough approxima- 
tions which are in need of constant 
revision in their application to economic 
affairs. All these difficulties must be 
avoided if economic theory is to be of the 
greatest possible value. 

The methods of economic theory are sim- 
ple to describe, but their use is fairly com- 
plicated. It is small wonder that some 
practical-minded students of accountancy, 
in their first attempt to grapple with eco- 
nomic theory, feel lost in a maze of 
premises, deductive principles, relaxations 
of assumptions, and modifications of 
theory. Nevertheless, the methods of eco- 
nomic theory are valuable if they are prop- 
erly understood and properly used. The 
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economic theorist, by using the theoretical 
method, quite reasonably hopes to come 
closer to his goal of understanding actual 
economic life than he could by studying it 
directly in all its complexity. 

There are, of course, some economists 
who believe that economic understanding 
can best be attained by the direct study of 
the complexities of economic life rather 
than by way of general principles and 
theories, and who contend that economic 
generalizations should be developed, if at 
all, only as the result of determined study 
of economic facts and institutions. The 
aim of this method of analysis is good but 
its use is beset with numerous difficulties. 
The study of economic facts and institu- 
tions, without any leavening of theory, is 
not the most exhilarating pastime in the 
world, and the attempt to deal directly 
with the complexities of economic life 
usually leads to the discussion of such a 
wide range of topics and problems that 
many subjects are dealt with rather sketch- 
ily. The economic situations which exist 
in actual life are so numerous and varied 
that the attempt to deal with them directly 
either produces no generalizations or re- 
sults in generalizations which are ill 
founded or based on insufficient evidence. 
The student is likely to emerge from a 
course in economics, presented from this 
institutional point of view, with a tem- 
porary knowledge of many detailed facts 
of economic life, but with a very slight 
understanding of economic life as a whole. 
It is difficult to derive much benefit from 
the study of exceptions unless one is first 
familiar with the general rule. Finally, the 
rather light treatment of numerous topics 
and the lack of any general theoretical 
analysis is likely to leave the student with 
the idea that everything in economics is 
unsettled, that one person’s opinion on eco- 
nomic matters is as good as any other's, 
and that economic right is on the side of 
whoever bangs on the table loudest. 
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The Value of Economics for the Accountant 


For these reasons, I believe that the stu- 
dent of accountancy will derive the great- 
est value from his study of economics if the 
approach is through economic theory and 
the advanced courses which are based 
upon theory, rather than through institu- 
tional economics. 

There are several reasons why students 
of accountancy should be well trained in 
economics. In the first place, the study of 
economic theory is of considerable discipli- 
nary value to the students. As J. M. Keynes 
said, in the Preface to the Cambridge 
Economic Handbooks, ‘‘The Theory of 
Economics does not furnish a body of 
settled conclusions immediately applicable 
to policy. It is a method rather than a doc- 
trine, an apparatus of the mind, @, tech- 
nique of thinking, which helps its possessor 
to draw correct conclusions.” Economic 
theory is intended to train the mind and to 
help the students to think and reason. The 
students may remember few of the de- 
tailed facts which are presented to them in 
economics, but they should never forget 
the methods used by economic analysis in 
dealing with problems. Work in economic 
theory should thus be a valuable supple- 
ment to the accountancy student’s main 
field of study. 

In the second place, economics and ac- 
countancy are closely related fields of 
study. In fact, some authorities would 
consider accountancy to be a member of 
the general family of economic studies. 
Certainly economics and accountancy deal 
with a number of concepts and subjects in 
common, even though their points of view 
with respect to these matters are some- 
what different. Both economics and ac- 
countancy, for example, are much con- 
cerned with the matter of costs of produc- 
tion. To the accountant, who deals with 
questions of private economics or of one 
business enterprise against the world, costs 
seem to be more or less synonymous with 
money expenses, or items which involve 
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the making of payments to persons or 
firms outside the individual enterprise, and 
it is not considered necessary to count as 
costs the uses of productive agents owned 
inside the enterprise. 

The economist considers costs in a some- 
what different light. His field of interest is 
the economy as a whole, in which factors 
of production have alternative uses and 
are always scarce in relation to the many 


- uses to which we should like to put them. 


In this situation, economic costs are fun- 
damentally alternative or opportunity 
costs. That is, the cost of obtaining more 
of one economic good is found in the neces- 
sity of giving up the quantities of other 
economic goods which the same productive 
factors could be made to produce, and no 
productive agents used in a business can be 
considered costless. Thus, the costs of an 
enterprise consist of the competitive valu- 
ations of the services of all the production 
factors used in the enterprise, and it does 
not matter whether these factors are owned 
outside the enterprise, so that their use in- 
volves money expenses, or are owned in- 
side the business, so that the remuneration 
for their services is retained by the enter- 
prise itself. Rent on land owned and used 
by a business enterprise, interest on capital 
owned and used by an enterprise, and 
wages of management for services of an 
entrepreneurial nature, even though ren- 
dered by a business owner himself, are all 
considered as costs by the economist. Ac- 
countancy students might decide that a 
farmer who owned his land and all capital 
equipment, raised his own seed, and did all 
his own work with the assistance of other 
members of his immediate family, would 
have no costs of production from their 
point of view. From the viewpoint of the 
economist, his costs would be exactly the 
same as those which would result if he 
hired all his productive agents from other 
people. 

It follows from these treatments of costs 
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that the accountants begin to count earn- 
ings or profits long before the economists 
do. Instead of considering the entire excess 
of money income over money expenses as 
profits, the economist would deduct pay- 
ments at the competitive rate for all land, 
capital, and labor furnished by the enter- 
prise itself before reaching profits, in the 
case of the single enterprise or partner- 
ship. And even in the case of the corpora- 
tion, profits are made only after interest on 
bonded indebtedness is paid and all share- 
holders have received a return equal to 
competitive gross interest in investments 
of equivalent risk. Thus, most corporate 
dividends to stockholders would include 
only comparatively small elements of prof- 
its from the economist’s point of view. 

In considering the costs of the individual 
firms, the economist is likely to regard cer- 
tain costs, such as interest on borrowed 
capital funds, the salaries of certain execu- 
tives of the firm, and expenses for some 
kinds of insurance, as fixed or sunk, and as 
costs which are unlikely to vary in total 
amount whether the firm produces at full 
capacity or only at part capacity. Thus, 
these costs, being fixed in total amount, 
decline sharply per unit of output as out- 
put increases. By a judicious combination 
of these fixed costs with other variable 
costs, the economist is able to derive his 
weird yet beautiful curves of average and 
marginal costs. On the other hand, some 
accountants may be inclined to prorate 
these so-called fixed costs over the total 
number of units of product which the firm 
is able to produce at capacity, and to 
charge these costs as real expenses of pro- 
duction only on the units of output which 
the firm actually produces. This may or 
may not be good accounting practice, but 
it would certainly play hob with the econo- 
mist’s cost curves for the individual firm. 
Without presenting any further examples, 
it may be said that students of account- 
ancy should benefit by obtaining the broad 
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economic point of view, as well as the 
somewhat more limited point of view of 
accountancy, on all the matters with which 
the two fields of study deal in common. 
Third, the study of economics is valua- 
ble for accountancy students from the 
point of view of general culture and good 
citizenship. It helps them to get an edu- 
cated and informed attitude toward the 
economic and social world in which they 
must live. It helps to insure against the 
danger that the accountant will become so 
deeply immersed in the economic affairs of 
the individual business enterprise that, as 
we commonly say, he will fail to see the 
forest for the trees, or, still worse, he will 
come to mistake his individual tree for the 
forest as a whole. If the accountant has 
had training in connection with income tax 
matters, let us say, he may be able to serve 
his firm or clients effectively if he has stud- 
ied nothing more than the impact of 
changes in the income tax laws on individ- 
ual businesses, the ways in which particu- 
lar business transactions may be inter- 
preted under the tax laws, and the meth- 
ods of reducing his clients’ income taxes to 
a minimum. Certainly, in these days, no 
one would contend that these matters are 
unimportant, but it is likely that a person 
will be a better citizen, and probably a 
better accountant, if he has also studied in 
public finance the principles which have 
been set up as guides to the establishment 
of a sound system of taxation in general 
and the place of income taxes in such 4 
system. The accountant who has taken a 
course in labor problems and who knows 
the viewpoints of both labor and manage- 
ment and the difficulties of reconciling 
them is likely to be a better citizen than 
one whose training leads him to regard 
labor solely as a factor whose use results in 
expenses of production and which occasion- 
ally embarrasses his firm with requests for 
higher wages, or even with strikes. And the 
same thing is true of the accountant who 
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has learned something of the effects of 
monopolistic competition on the prices of 
finished economic goods and productive 
factors, on international trade, and on 
business cycles and other matters, in com- 
parison with one whose interests are con- 
fined to the affairs of an individual business 
firm which operates under a particular con- 
dition of the market. 

The danger for the accountant who is 
not well trained in economics is not that he 
will stick too closely to the task of keeping 
accounts. On the contrary, everyone knows 
that the accountant’s work often goes far 
beyond mere bookkeeping and that he is 
not likely to rise very high in the organiza- 
tion of a business firm without having to 
deal with matters of economic or business 
policy. Indeed, some accountants, like 
some engineers, lawyers, newspaper writ- 
ers, entomologists, and steamboat captains, 
are likely to branch out into the field of 
general economic policy and attempt to 
tell us just what is wrong with our eco- 
nomic system as it now operates and just 
what should be done to solve the problems 
of the day and bring’ the economy to a 
state of perfection. Broad pronouncements 
on matters of economic policy, when made 
by persons who lack an adequate back- 
ground in general economics, are usually 
unsatisfactory if not downright mischie- 
vous. 

An accountant who lacks broad training 
in economics but attempts to deal with 
matters of general economic policy is likely 
to find himself espousing economic pana- 
ceas (in modern form) which were first ad- 
vanced by some long-forgotten citizen 
some hundreds of years ago and which 
have been repeatedly exploded, from the 
point of view of economic theory, in the 
intervening years. Even if he escapes this 
danger, the accountant is likely to con- 
sider broad economic matters from a very 
harrow point of view. If governmental 
measures for the promotion of trade union- 


ism and labor organization in general af- 
fect his company or his clients adversely, 
the accountant is likely to condemn these 
measures, even though he has no real un- 
derstanding of their broad significance and 
importance. If taxes for social security hit 
the pocketbook of his company or clients 
without some very apparent offsetting 
benefit, the accountant may come to feel 
that all individuals should be rugged and 
provide for their own security. If a particu- 
lar administration in Washington and all 
its works are hated by his company offi- 
cers or clients, the accountant’s hatred is 
likely to be no less strong even though it is 
evoked at second hand. In short, some ac- 
countants, like some lawyers, often act ina 
fashion which indicates that they have a 
vested interest in the maintenance of the 
status quo—the good old economic system 
from which they have drawn their suste- 
nance through the years. 

There is no reason to expect accountants 
to take no interest in matters of economic 
policy and to keep their hands off all things 
economic except the bookkeeping end of 
their jobs, but we can expect them to be 
trained in economics and especially in eco- 
nomic theory. Just as an economic theorist 
is likely to be a much better theorist if he is 
familiar with statistical tools and methods, 
and just as the statistician who deals with 
economic data is more likely to be able to 
produce significant results and conclusions 
if he is familiar with economic theory, so 
the accountant who has had a broad train- 
ing in economics in general and in eco- 
nomic theory in particular is likely to be a 
better consultant than one who lacks this 
training. Such a well-trained accountant 
will have been thoroughly exposed to the 
broad social point of view in economic mat- 
ters and he should be able to regain it at 
least once in a while. He will view the af- 
fairs of his company or his clients not en- 
tirely as ends in themselves but in their 
proper relation to the economy as a whole. 
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He will be able to understand, although 
many bankers have apparently had diffi- 
culty in understanding, that a certain 
business policy may be attractive and even 
profitable to an individual enterprise, but 
disastrous for the economy as a whole 
when practiced by enterprises in general. 
He will know that economic phenomena 
are complex and that most of them are not 
susceptible to any simple monistic expla- 
nation. He will not, for example, try to 
find any one single cause of business cycles 
or advocate any one simple remedy for the 
distressing events involved. He will thus 
avoid advocating any of the hoary pana- 
ceas for economic ills which are presented 
every few years and which have to be de- 
stroyed all over again just as often. And, 
finally, he will avoid being as completely 
conservative with regard to all things eco- 
nomic as he might otherwise be. He will 
not fall into a blind worship of capitalism. 


He will have a healthy respect for our own | 


capitalistic system, but he will know that 
other types of economic systems are also 
in more or less successful operation. He will 
know how these systems operate, the ad- 
vantages and disadvantages which they 
have, and the status and importance of ac- 
countants in these systems. As a result, he 
will better understand the operation of our 
own economic system and appreciate his 
position and functions in it. 

The previous discussion has assumed 
that most students of accountancy go out 
to become employed by firms of account- 
ants or by ordinary industrial and business 
firms, but the importance of economics to 
accountancy students is not reduced even 
though they finally adopt other careers. 
The activities of the Federal government 
and other governmental units furnish a 
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great and growing field for the employ- 
ment of accountants, but since govern- 
ments deal primarily with economic mat- 
ters today, the accountant with an eco- 
nomic background is more valuable in 
governmental employment than one who 
lacks it. In similar fashion, the accountant 
who is well trained in economics is a 
stronger candidate for the teaching profes- 
sion in accountancy than one who lacks 
this training. He can be given stronger rec- 
ommendations; he may be more likely to 
secure the desired teaching position; and his 


advancementin teaching may bemorerapid. § 


The contention of this article is not that 
professional economists have the only in- 
telligent, cultural, and informed views on 
great economic and social problems. It is 
merely that economists have some care- 
fully considered views on these matters 
and some carefully developed methods for 
attacking them; that these views and meth- 
ods are worthy of the attention of all stu- 
dents of the problems; and that these views 
and methods especially merit consideration 
by students of accountancy because of the 
close relationships which exist between the 
two fields of study. There is, of course, an 
obvious answer to the proposal of more 
work in economics for students of ac- 
countancy. If students are to be given an 
adequate training in accountancy itself in 
four years of undergraduate study, they 
will not have time to take all the courses 
which might be good for them in all other 
fields. This general argument is unques- 
tionably valid, but the importance of 
economics for students of accountancy 
should not be overlooked nor should their 
work in economics be minimized in order 
to make room for extensive work in other, 
less closely related fields of study. 
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GRAPHIC ANALYSIS OF EXPENSE 


LavuREN F. BrusH 


nation-wide embarkation upon a de- 

fense program and the subsequent 
war program, the economic background of 
business administration wove a pattern in 
which we saw new uses for accounting. 
During that period, business managers 
gave increasingly careful attention to, and 
increasingly wide acceptance of, the tech- 
nique of budgetary control. These years 
gave us experience in prosperity and de- 
pression, and many observers explained to 
us the changing economic system which 
they saw in the pattern. Our lawmakers, 
in this period, responded to the demands of 
their constituents and gave us fair-trade 
laws, social security laws, labor relations 
laws, and other statutes by which business 
must be regulated. The complex interplay 
of economic principles, labor and capital, 
government and business, and all the other 
forces which combine openly or subtly to 
complicate business decisions called in- 
creasingly for more knowledge and more 
careful analysis. 

The current war period has seen no dimi- 
nution of these complexities. On the con- 
trary, business management experiences 
more regulation and needs more detailed 
information than it previously needed. 
The war program absorbs huge amounts 
of economic wealth; and it has created a 
cost problem and a tax problem which will 
continue into the postwar period. 

When we try to anticipate the procedure 
of business management in the postwar 
era, we find two points of view. One holds 
that there will be no problems for manag- 
ers: the bureaucrats of government will 
have all the answers to all the questions; 
industrialists will look in the statute books 
rather than in their ledgers to determine 
their costs, and their merchandising plans 


D== the twenty years prior to our 


will be based not upon market analysis but 
upon government directives. 

The alternative point of view appears to 
be more realistic. Business administration 
will face additional complexities. We raay 
expect technological changes, changes in 
consumer buying habits, changes in atti- 
tudes, and business organization changes, 
just as we experienced changes or develop- 
ments in the twenty years before the war. 
But we can be reasonably sure that busi- 
ness managers will be permitted to set their 
own courses so long as they are qualified to 
do so. They will need information to aid 
them. They will need instruments to guide 
them. They will need the tools of manage- 
ment; and if the tools in their factories 
need to be redesigned, it is reasonable to 
expect that management will also require 
occasional retooling. 

Accounting has often been described as a 
tool of management. Perhaps it would be 
more precise to say that accountancy sup- 
plies management with tools by the use of 
which management may know and under- 
stand the condition of the business and the 
results of its activity. A balance sheet, an 
income statement, a statement of funds— 
these and other devices have been devel- 
oped, modified, and expanded over the 
period of the history of accounting to serve 
as the need arose in the management of 
business enterprise. Each was developed to 
accumulate and present required informa- 
tion. If, then, we accept the premise that 
business management will, in the future, 
need more detailed information about 
those factors within the sphere of account- 
ing, we shall do well to consider some of the 
recently developed tools which account- 
ancy can supply. 

We may begin consideration of graphic 
analysis of expense by using the break- 
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Taste I 


ELBEE MANUFACTURING COMPANY 
Comparative Monthly Profit and Loss Statement 


June July Total 


$13,000 $12,000 $50,000 
1,9 1,800 7,500 


2;750 2,600 
380 


Office expense and supplies 
Bad debts 


Operating profit 
Interest expense 


Net profit 


* Loss. 


even chart as an illustration of our re- 
cently developed tools. The break-even 
chart is drawn on arithmetic graph paper. 
The abscissa, or horizontal axis, of the 
graph is used to measure capacity stated 
in dollars, units of product, or percentage 
of operating capacity. The ordinate, or 
vertical axis, measures income and expense 
in dollars. 

A primary factor to be determined in 
order fully to use the break-even chart is 
the company’s capacity. Knoeppel' uses 
the term “practical sales capacity.” This 
capacity concept does not mean the fullest 
use at all times of all manufacturing facili- 
ties at 100 per cent efficiency, nor does it 
mean full sales capacity when the sales 
department gets all the “breaks” and 
operates at 100 per cent efficiency all the 
time. It is, rather, reasonably attainable 


C. E. Knoeppel, Profit Engineering. 


performance. The determination of capac- 
ity must be influenced by past perform- 
ance, future plans, rate of growth, anda 
consideration of potential markets. It calls 
for a high degree of efficiency, and it as- 
sumes that production and sales depart- 
ments are economically balanced. 

In simplified form, Chart 1 shows the 
break-even picturing the results of opera- 
tions of the hypothetical Elbee Manufac- 
turing Company over a period of six 
months. The profit and loss statement, 
showing comparative monthly data as well 
as the semi-annual totals, is shown in Ta- 
ble I. The Elbee Manufacturing Company 
is assumed to have a practical sales capac- 
ity of $13,000 a month, or $78,000 for the 
six-months period. The company, there- 
fore, operated at 64 per cent of its practical 
capacity. 

The six-months period is used in this 
illustration merely as a matter of conven- 
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Feb. March Aprit Moy 

Net sales... $4,000 $5,000 $7,000 $9,000 

Raw material 600 750 1,050 1,350 

Indirect labor... 250 265 300 335 1,880 

50 75 110 135 195 180 745 

250 250 250 250 250 250 1,500 

nis 450 450 450 450 450 450 2,70 

Cost of 2,850 3,250 3,950 4,600 6,300 5,950 26,900 

Gross 1,150 1,750 3,050 4,400 6,700 6,050 23,100 
Salesmen’s salaries and commissions....... 750-890 1,080 1,250 1,650 1,600 7,150 

lesmen’s 

= 450 450 450 485 500 500 2,835 

Officers’ salaries. 500 3,000 

a Depreciation, office equipment............ 50 50 50 50 50 50 300 

— Selling and administrative expense........ 2,350 2,500 2,800 3,150 3,800 3,700 18,300 

*1,200 *750 250 1,250 2,900 2,350 4,800 

150 150 150 150 150 150 
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Graphic Analysis of Expense 
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Fixed Expenses 


Co, 


"20 30 40 50 60 70 80 9 
per cent of capacity 
Charé 1. 


700 


Break-even 


ience. The same technique may be used to 
analyze the operations for a year or for a 
period of any other length. To be of great- 
est value, of course, the chart should pic- 
ture a period of such length as will fairly 
report the relationships among the opera- 
tions and show an analysis of data suffi- 
cient in amount as to be representative of 
the company’s experience, but the period 
should not be so long that it would include 
variations overly influenced by cyclical 
fluctuations or secular trends. Because an- 
nual statements are accepted as standard 
practice, it is natural that break-even 
charts would also be based on data cover- 


‘ing a year’s operations. 


To construct this break-even chart, the 


horizontal axis is graduated from 0 per 
cent to 100 per cent to represent capacity 
and the vertical axis is graduated from 
zero dollars to $78,000. A straight line 
drawn from $78,000 at 100 per cent to 0 
per cent will represent the sales line. The 
plotted point at which the sales line 
crosses the 64 per cent capacity line and 
the $50,000 line shows ‘the sales of the 
company for the six-months period. The 
next step in construction may be that of 
plotting the fixed expenses. Inspection of 
the monthly profit and loss statements dis- 
closes that certain expenses have not var- 
ied from month to month. These expenses 
are popularly designated as fixed expenses 
and in this case are composed of 
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Officers’ salaries 
Depreciation of office equipment 
Interest 


These expenses are plotted at the $9,300 
line; and because they do not vary as vol- 
ume varies—because they must be met re- 
gardless of sales volume—the fixed expense 
line is drawn at $9,300 from 0 per cent to 
100 per cent. The total of expenses, fixed 
and variable, amounting to $46,100, may 
then be plotted at $46,100 on the 64 per 
cent line of the capacity scale. The total 
expense at 0 per cent has been plotted at 
$9,300. A straight line may then be drawn 
from $9,300 at 0 per cent to $46,100 at 64 
per cent, and it may be projected to the 
100 per cent line. The break-even chart, 
thus constructed, shows that the total ex- 
pense line crosses the sales line at the 46 
per cent line on the capacity scale and the 
$36,000 line on the dollar scale. This cross- 
over point, or break-even point, is the 
point at which revenue just covers ex- 
penses. If the sales are below the break- 
even point, the company will suffer a loss; 
and it will realize a profit if the sales are 
above the break-even point. 

Comparison of the profit and loss state- 
ments in Table I and the break-even chart 
in Chart 1, however, reveals an obvious 
discrepancy. It will be noted that April 
sales amounted to $7,000, and expenses 
totaled $6,900. The monthly capacity is 
$13,000; and it appears that at sales of 
$7,000, or about 54 per cent of capacity, 
the company would begin to make a profit. 
The break-even point on the chart places 
the point of beginning profit at 46 per 
cent. The discrepancy brings to light the 
second of the important factors which 
must be known in order to use the break- 
even chart for analytical purposes, namely, 
the nature of expenses. 

Accountants have long recognized that 
there are in general three types of expenses: 


those which are fixed or constant, those 
which are variable, and those in which the 
two elements mix. Some basic expenses do 
not depend upon operations. They are ex- 
penses which Rautenstrauch has described 
as the costs to replace and the costs to 
possess. They must be incurred so long as 
the business plans to retain its identity 
and its capacity to operate. These fixed 
expenses are not fixed in the sense that the 
amounts shown on the income statements 
never vary. They are fixed in the sense 
that they are necessary to keep the com- 
pany in a position to operate and in the 
sense that changes in the amounts of such 
expenses are not traceable directly to 
variations in the volume of ordinary busi- 
ness transacted. Many expenses which ap- 
pear to be variable are not entirely so. 
They increase and decrease as activity in- 
creases and decreases, but not in direct 
proportion to the variation in activity. 
These semi-variable expenses are usually 
composed of a fixed element and an ele- 
ment which is directly variable with vol- 
ume. Any analysis of expense must be 
based upon understanding, and preferably 
segregating, its fixed and variable elements. 

The use of a modified break-even chart is 
a simple device to measure the fixed por- 
tion of expenses. Chart 2 is a break-even 
chart showing month by month revenue 
and expense data of the Elbee Manufac- 
turing Company. The horizontal axis, as 
in the previous illustration, is graduated 
to show capacity. The vertical axis, how- 
ever, may be limited to the monthly sales 
capacity, in this case $13,000. The sales 
line is drawn from $13,000 at 100 per cent 
capacity to zero. The sales figures are 
plotted on the sales line, arrayed from 
smallest to largest. The sales for February, 
the month of lowest volume, are plotted on 
the sales line where that line crosses the 
$4,000 line. The expenses for February are 
then plotted at the point where a line 
perpendicular to the horizontal axis and 
passing through the point plotted for 
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Graphic Analysis of Expense 


February sales crosses the line measuring 
the dollars expense for that month. The 
total expenses for the various months, ar- 
rayed from small to large, are 


When each of these monthly expense 
totals is plotted on the same perpendicular 
as the sales figure for the same month, the 
expense line can be drawn. A trend line 
for the expenses can be drawn and pro- 
jected to the zero capacity line to complete 
the simplified form of the chart. The trend 
line in Chart 2 reaches the zero capacity 
line at $3,100 and crosses the sales line at 


$6,900, or just under 54 per cent of capac- 
ity. This is the same break-even point that 
we have previously inferred by inspection 
of monthly data. The discrepancy noted in 
Chart 1 arises from an incorrect assump- 
tion of fixed expenses which appear to be 
$9,300 but are here shown to be $18,600 
(6X$3,100) for the six-months period. 
This illustration shows a graphic method 
of measuring the fixed and variable por- 
tions of total expenses. The same tech- 
nique may be used to determine the 
amount of the fixed and variable portions 
of an individual expense by plotting the 
particular expense month by month at the 
point where the perpendicular through the 
sales point for the month crosses the dol- 
lars line representing the amount of- the 
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expense, drawing the trend line, and ex- 
tending the trend line to the zero capacity 
line. 

Because the dollar scale on the graph 
must necessarily be relatively small per 
dollar and the various expenses will prob- 
ably be small in relation to the sales figures, 
the reading of the fixed expense amounts 
from the scale may be difficult and in- 
accurate. It is quite possible, however, to 
construct a chart using a larger scale per 
dollar. This chart uses the same capacity, 
or horizontal, scale as does the break-even 
chart, and the perpendiculars are drawn 
to the horizontal axis at the capacity points 
determined by plotting the sales figures for 
the various months on the break-even 
chart. The vertical axis may be graduated 


on such a scale as will permit representa- 
tion of the largest monthly amo unt of the 
particular expense. The expense for ‘each 
month will then be plotted on the per- 
pendicular representing the capacity or 
sales for that month, and the trend line of 
the expenses extended to the zero capacity 
line will reach that line at the point on the 
dollars scale which indicates the amount of 
the fixed portion of the expense. The vari- 
able portion may then be determined by 
subtracting the fixed amount from the 
total expense. 

Chart 3 shows how indirect labor ex- 
pense may be analyzed. 

There is an assumption in the above 
discussion that expenses vary in some re- 
lation to sales. Professor Rautenstrauch’s 
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Graphic Analysis of Expense 


studies,? covering more than forty com- 
panies, indicate a definite tendency, at 
least on the part, of successful and ap- 
parently well-managed firms, for costs to 
vary in a straight-line relationship with 
sales over relatively long periods of time. 
It is not clearly determined, however, that 
all expenses, individually, vary with sales. 
We recognize that manufacturing expenses 
may be deferred through inventories from 
the period during which they are incurred 
until the period of realization through 
sales. If the production curve and the sales 
curve do not fluctuate closely together in 
point of time, it appears that an analysis 
of the elements of the manufacturing ex- 
penses based on a relationship between 
sales and the particular expenses would 
not give accurate results. 

The technique of the break-even chart 
analysis is based upon a mathematical 
relationship between an independent vari- 
able and a dependent variable. If, then, a 
manufacturing program is planned to 
spread production at a fairly steady rate 
throughout the year while the sales pro- 
gram follows a seasonally fluctuating pat- 
tern, the manufacturing expenses will not 
vary in relation to sales but will vary in 
relation to production. Similarly, if the 
seasonal fluctuations in sales lag several 
weeks behind production fluctuations, the 
month-by-month manufacturing expenses 
will vary in relation to production rather 
than sales. In short, an inaccurate analysis 
would result from the matching of a de- 
pendent variable with an independent 
variable upon which it does not depend. 

It would probably be possible to avoid 
these inaccuracies by including in the ex- 
pense analysis only those amounts of the 
various expenses which can be determined 
by use of the cost accounting system as 
applicable to the cost of goods sold. 
Such determination might involve con- 


— Rautenstrauch, Economics of Business 
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siderable clerical work. A second means 
of avoiding the inaccuracies might be to 
use not sales but the selling price of the 
equivalent of goods produced as the inde- 
pendent variable. Thus, for the analysis 
of manufacturing expenses, a line repre- 


senting the selling price of goods manu- 


factured would be substituted for the line 
representing sales; and all other steps in 
the procedure would follow as explained. 

The difficulty of weighing all factors in- 
volved in the determination of capacity 
may discourage full utilization of the 
break-even chart, but the analysis of ex- 
penses as here described can be made 
without such determination, and it will 
usually give satisfactory results. In such 
case, the horizontal axis should be gradu- 
ated on a dollars scale from the origin to 
such distance from the origin as the data 
require. The scale on the horizontal axis 
should be of the same unit as the scale on 
the vertical axis. The abscissa may still be 
considered the capacity scale and read as 
dollars of capacity rather than percentage 
of capacity. In fact, the behavior of the 
expense line at its upper extreme might 
give an indication of the optimum capacity. 
If, for example, the line representing a 
certain selling expense of the Elbee Manu- 
facturing Company should turn sharply 
upward after passing $13,000 of monthly 
sales (assuming its practical capacity is 
unknown), it would give warning that the 
increased volume of business may be 
secured only at an increased rate of ex- 
pense, that the volume or capacity for 
economical operations has been reached, 
and that the economic law of increasing 
costs has begun to operate. The trend line, 
in this situation, should be drawn in the 
light of the effect which such unusual be- 
havior of the data may have upon it. 

Any break-even chart, whether drawn 
for its full use or for the limited application 
to expense analysis as here described, will 
be effective only under approximately the 
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conditions for which the particular chart is 
drawn. Unusual increases in the volume 
of business transacted may result in larger 
fixed expenses; and in periods when the 
trend of activity is toward lower volume, 
the company may be able to reduce its 
fixed expenses. Prices may change also, and 
the prices paid for some material or service 
may change at different rates from those 
of prices paid for other material or service 
or the prices of the company’s products. 
Consequently, we expect fixed expenses to 
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change despite the implication in the 
adjective “‘fixed.”” When these changes in 
operating conditions take place, a new 
analysis may be made by use of new graphs 
which reflect the results of activity under 
the new conditions.® 


* In order to give due recognition to source material 
and to make easier further study of this subject, the 
surface of which I have only scratched, I refer you to 
four books: C. E. Knoeppel: Profit Engineering; C. E. 
Knoeppel and E. G. Seybold: Managing for Profit; 
Walter Rautenstrauch: Economics of Business 
prise; Walter Rautenstrauch: The Design of Manu- 
facturing Enter prise. 


DIFFERENTIAL COSTS 


E. A. SALIERS 


fronted with the question whether it 

is desirable to increase output. In 
modified form, the same question arises for 
merchants and managers of institutions. 
Viewed from the present level of activity, 
what will be the effect on costs if output is 
stepped up an additional ten, twenty, or 
thirty per cent? Also, it is sometimes 
necessary to inquire as to the effect on 
costs of a reduction to a lower level of 
activity. F. B. Makin, an English writer, 
has introduced the expression “‘statistice! 
outlook” in reference to forecasted results 
at various anticipated levels of production. 
Also, no analysis is complete which does 
not take into account the change in selling 
price of those commodities which would be 
produced if the present level of production 
were continued, but which must be sold in 
a market that has been “spoiled” as the 
result of dumping additional increments of 
output thereon. - 

Of course, a manufacturer may wholly 
or partly avoid spoiling the market by 
selling his increments in output abroad, or 
by appealing to a different domestic mar- 
ket from the one in which he has been dis- 


ee manufacturer is at times con- 


posing of his goods. Also, he may in some 
manner camouflage the increment of out- 
put so that it will not appear to be in direct 
competition with the type of goods he has 
heretofore placed on the market. In 
general, however, the possibility of adverse 
effects on markets of increased output can- 
not be ignored. To the extent that the ad- 
verse effect becomes real, the profit de- 
rived from increments in output costed on 
a differential basis is reduced. One author- 
ity says that “If additional production re- 
sults in lower prices for all units, true 
differential cost must include the loss re- 
sulting from such price reduction.” 
Since differential costs are anticipated 
costs, they do not enter into the accounts. 
Moreover, if they are anticipated on, say 
three assumed levels of production, it is 
evident that production on all three levels 
will not become a reality; in fact, it is un- 
likely that the pattern of any one of the 
anticipated levels will find its exact coun- 
terpart in actual production when time 
transforms anticipation into reality, be- 
cause there is almost certain to be some 
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Differential Costs 


yariation from anticipated costs at what- 
ever level of production it is decided to at- 
tempt to achieve, as well as some deviation 
from anticipated labor and material costs. 

First, the theory which underlies differ- 
ential costs will be considered—the condi- 
tions which, in general, must be observed 
will be stated. Second, a brief outline of 
practical procedure suitable for the ac- 
cumulation of available factual data will be 
presented, including suggestions as to how 
statistical forecasts of costs at various 
anticipated levels of production can be 
made. 

Expenses are regarded as (a) fixed or (b) 
variable; but as to fixed expenses it may be 
noted that they are fixed in a relative sense 
only. Observation shows that fixed ex- 
penses usually vary either (a) in propor- 
tion to varying size of plant, or (b) not in 
proportion to changing plant size but defi- 
nitely in relation to changing plant size. 

An expense which is absolutely fixed 
does not vary with changing plant size. 
There are few, if any examples of such 
expense. Most of the so-called fixed ex- 
penses vary more or less in proportion to 
size of plant—as in the case of depreciation 
and interest. It appears that most “fixed” 
expenses do not vary proportionately with 
plant size, but in one way or another, in 
some relation thereto. 

The foregoing considerations indicate 
that the word “fixed” is a misnomer, since 
practically all “fixed” expenses vary more 
or less with varying plant size, but not 
usually exactly in proportion to varying 
plant size. 

On the other hand, the so-called variable 
expenses may be said to vary with produc- 
tion, but not always in proportion to pro- 
duction. By way of summary, it may be 
nearly correct to say that all expenses are 
variable, but that one group varies with 
plant size, the other with production. 

Since differential costs refer only to 
future production they do not appear on 


the records. The problem of differential 
costs relates to the next period; but once 
that period is achieved, differential costs 
represent actual costs of production. Such 
costs may be more or less than the costs of 
production of the preceding period which 
were used as a basis for estimating them. 

The problem is to estimate costs of pro- 
jected increased production by relating 
such projected increased production to 
present production, the cost of which is 
known. If all pertinent factors which affect 
future costs can be correctly estimated, 
future cost of production at any level can 
be forecasted with reasonable accuracy. 

It follows that differential costs are an 
important consideration in budgeting, not 
only in manufacture, but also in com- 
mercial and institutional enterprises. 

Various assumptions are sometimes 
made relative to cost trends at stated 
levels of future production. One such as- 
sumption is that differential costs will be 
less with each increased level of production 
until full capacity production is reached. 
Such an assumption is not justified, for the 
reason that with each increase in the level 
of production, certain factors may be more 
favorable, others less favorable; and it is 
the combining of favorable and unfavor- 
able factors, at a given level of production, 
that determines what differential cost at 
that level will be. 

If production is forecasted at various 
levels, at some stage differential cost will 
be found to exceed average cost for the 
current period; hence at that level the unit 
cost for the next period will be more than — 
the unit cost of the current period. 

When forecasted differential costs ex- 
ceed present average costs, plant capacity 
will be exceeded, or some factor of cost will 
have become excessive; also further in- 
creased output with available facilities will 
be increasingly costly, and should not be 
undertaken without first adding to plant 
or removing the excessive cost factor, thus 
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bringing about a material reduction in dif- 
ferential costs. 

Differential costs incident to increased 
production do not serve as a basis for esti- 
mating profits to be realized thereon until 
such costs are increased by the loss arising 
from market exploitation incident to dis- 
posing of the increased output. Of course, 
additional demand may be created by ad- 
vertising; or the demand may arise from 
some new and unusual source, such as 
exploration, war, or colonization. 

One function of differential costs is to 
provide danger signals so that increased 
average costs resulting from overproduc- 
tion with present facilities may be avoided. 
They, being forecasts, are valuable aids 
in further forecasting. If increased produc- 
tion is decided on, results are realized in 
the form of altered average costs of the 
next period. It is necessary, first, to com- 
pare the actual costs of the current period 
with the estimated costs of the next period. 
Later, it is possible to compare actual costs 
of the next period with what had been fore- 
casted previously. 

Differential cost procedure consists in 
making such statistical analyses as will 
provide the information desired concerning 
costs at anticipated levels of output. The 
cost accountant, the statistician, the engi- 


FORM, FUNCTION, AND INTERPRETA- 
TION OF THE PROFIT AND LOSS 
STATEMENT 


ARNOLD W. JOHNSON 


profit and loss statement is one 

| of the two principal statements of ac- 
counting. In essence, it is a well- 
organized recital of what happened during 
an accounting period in so far as costs, 


losses, and gains are concerned. The net 
difference between the total of gains and 
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neer, and the manager may codperate in 
collecting the required data and interpret. 
ing the results, Each item of cost must be 
studied, a twofold breakdown being made 
along the lines indicated, i.e., costs which 
vary primarily in relation to plant size 
and costs which vary primarily in relation 
to production. This involves a study of: 

1. Costs incident to fixed assets. 

2. Operating expenses. 

The study of fixed assets will consist of a 
survey of capacity, 

a. As the assets are at present utilized. 

b. As the assets may be utilized at 

future possible levels of production, 

This will involve a consideration of the 
need for new plant and equipment; the 
advisability of making replacements and 
betterments; and a study of repairs and 
maintenance practice. 

The study of operating expenses will 
consist of a review of operating expenses, 
a. At the present level of production. 

b. At possible future levels of produc- 

tion. 

This will involve consideration of the 
costs entering into manufacture, viz., ma- 
terials, direct labor, and overhead; and also 
other expenses which will be affected by 
the proposed change in output, viz.: mar- 
keting, administration, financing. 


that of losses and costs is net income. For 
many years the profit and loss statement 
has been looked upon as a statement sup- 
plementary to the balance sheet. Recently, 
however, the profit and loss statement has 
been moving into the characterization held 
by the balance sheet for so many years as 
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“the dominant statement of accounting.” 
Today interest centers increasingly in the 
reported earnings of an enterprise and de- 
creasingly in the fixed, historical values of 
the balance sheet. Investors are more in- 
terested than ever before in the income 
aspects of their investments. They are in- 
terested not only from the standpoint of 
the direct yields which they receive in the 
form of interest and dividends but also 
because the current value of their invest- 
ments is largely determined by the earn- 
ings which underlie the securities they own. 
This interest is one which, succinctly 
stated, regards performance rather than 
periodic financial position as the primary 
test of the success of business enterprise. 
Balance sheets simply couple one perform- 
ance period to another. 

As emphasis shifts from the balance 
sheet to the profit and loss statement, it is 
readily apparent that the responsibility of 
the accountant is concurrently increased. 
More than ever before it is his obligation 
to set forth the amount of earned net in- 
come on the profit and loss statement as 
accurately as expert ability will allow. The 
profit and loss statement, furthermore, 
should be adequately informative. It 
should be inclusive and it should always 
conform to the consistent usage of sound 
principles of accounting. 

At present, the title of the profit and 
loss statement is being subjected to 
changes of significant interest. The ortho- 
dox title, ‘Profit and Loss Statement,” is 
being replaced in many cases by more 
expressive titles, such as: 

— Statement (Bigelow Sanford Carpet 

0. 
Summary of Income (Union Bag and Paper 
Corporation) 
Statement of Income (American Can Com- 


pany, General Motors Corporation, United 
States Steel Corporation) 


The tendency to use more adequately de- 
scriptive titles for the profit and loss state- 
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ment is a current development well worthy 
of commendation. 

We are all familiar with the traditional 
form of the old profit and loss statement. 
But has the form of this statement reached 
its peak development? Are there no op- 
portunities for its improvement? In this 
respect the 1942 statement of the United 
States Steel Corporation is of especial in- 
terest. 

Consolidated Statement of Income 
Sales and Revenues: 


$1,861 , 940,280 
4,011,412 


$1,865,951 ,692 


$ 728,750,899 
32,664,901 
648; 401; 343 
91,765,371 
31,962, 146 
4,434,013 
25,000,000 
6,153,392 
48,255,157 
155,500,000 
$1,794, 133,123 


$ 71,818,569 


Special war costs (estimated) 
Interest and other costs on long- 


The income statements of General 
Motors Corporation, the Standard Oil 
Company of New Jersey, and the United 
Aircraft Corporation, among others, are 
organized in a manner similar to the state- 
ment of the United States Steel Corpora- 
tion. 

Is this form of income statement an im- 
provement? Some accountants say “‘yes” 
rather positively. They say that all in- 
comes and costs stand on the same level, 
ie., they attach to the enterprise as a 
whole. But regardless of what one’s per- 
sonal opinion of income statements of this 
kind may be, the statements of the United 
States Steel Corporation and other com- 
panies suggest strongly that profit and 
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loss statements in the form in which they 
have been conventionally presented all too 
often leave something to be desired. The 
new forms which are developing today may 
be characterized as evolutionary and ex- 
ploratory. Nevertheless, they are tangi- 
ble evidence of the pressure which exists 
for the improvement of the form of the 
orthodox profit and loss statement. The 
form which is suggested by the statement 
of the United States Steel Corporation 
gives rise to the venturesome thought that 
the general structural arrangement of the 
United States Steel statement might be 
utilized with modification sufficient to 
permit a direct matching of incomes with 
related costs. Thus, the income statement 
for management usage might become a 
three-column statement: the first column 
for gross incomes, the second column for 
the costs incurred in the production of 
these incomes, and the third column for 
the net differences between the first and 
second columns. Such a statement would 
allow incomes and costs to be matched 
directly against each other. This type of 
statement would show the yield of each 
significant revenue-producing activity of 
a business. It would also yield totals for 
incomes and for costs, as well as a final 
figure for the net income of the period. 
The propriety of matching costs against 
incomes is well appreciated by intelligent 
accountants although the translation of 
this propriety into actual income state- 
ments has been somewhat slow. 

What should the income statement con- 
tain? For many years this has been a moot 
point for both practitioners and theorists. 
The proof of this fact is readily found by 
an examination of surplus statements. 
Some persons have said that the income 
statement should conclude with “net profit 


1 The income statement for stockholders, creditors, 
general management, and so on, is less elaborate. In 
this statement, only details sufficient to give an effective 
— of the income side of an enterprise should be 
included. 
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from operations” ; others would include so- 
called financial income and expense to ar- 
rive at “net income from operations” ; still 
others would construct the income state- 
ment so as to include all “normal” incomes 
and costs and exclude all others. These 
“all other” items would be placed in the 
statement of surplus. The result of this 
conflict of opinion has been a hodge-podge 
of income statements constructed largely 
according to individual standards of the 
moment. They have seldom reflected a 
standard which was the embodiment of 
careful and scientific thought as to what 
income statement should contain. 

From all this if follows that it has been 
conventional to state that if one is to 
understand what happened during an ac- 
counting period, the statement of income 


-and the statement of surplus must be 


examined. Fundamentally this is tacit ad- 
mission that each of these statements is in- 
complete. The whole history of operations 
for the accounting period is found by con- 
sideration of both statements. If this is the 
case, is it not logical to ask that the two 
statements be combined? As a matter of 
fact, the financial statements of many of 


our outstanding corporations show rapid j 


progress toward the acceptance of the 
consolidated or comprehensive statement 
of income. 

One example of an earlier inadequacy of 
the income statement, considered alone, is 
afforded by the Davison Chemical Com- 
pany for the fiscal year ending June 30, 
1932. On the profit and loss statement a net 
loss of $1,564,317.69 was reported for the 
year. But, separately and additionally, the 
consolidated deficit statement revealed the 
information given on page 343. 

Stockholders of the Davison Chemical 
Company of that time, upon reviewing this 
statement, must have wondered how losses 
and surplus charges differed and how sig- 
nificant the figures of prior statements had 
really been. 
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THE DAVISON CHEMICAL COMPANY 


Summary OF CONSOLIDATED DEFICIT FOR THE YEAR 
ENDING JuNE 30, 1932 


uly 1, 1931 
Loss for the Year 


$5,854, 295.47 
1,564,317.69 


ncollectible receivables written off and provision therefor, applicable to pe- 


riod prior to July 1, 1931 
Discounts and allowances and provision for abnormal 


collection 
incurred in connection with receivables originating prior to Ju 
Provision for loss on accounts due from former officer of sul 
(including charges of $138, 310.69 resulting from Titigation) 
Provision for loss in realization of advances to president of company and in- 


terest thereo: 


Provision for loss in realization of advances to The Silica Gel Co: 
Reduction of book value of investment in capital stock of The Sili 


poration to market value 


Loss on sale of stock held under officials’ and employees’ stock purchase plan . 


Dividends 


by subsidiary companies 
Other surp! 


adjustments—net 


Total 
Less portion of loss of subsidiaries for the year applicable to minority interests . 


Deficit, June 30, 1932 


One of the prime functions of accounting 
is the accurate measurement of net income. 
Determination of the amount of net in- 
come for a particular period requires the 
consistent application of. sound principles 
of accounting. The net income figure which 
is finally produced is an estimate. This is 
true even though it is the product of skilled 
accountants. Appraisal of the figure for net 
income requires judgment and examina- 
tion of the valuations which are given to 
the several items of the profit and loss 
statement. Especially significant in the 
determination of periodic net income are 
the estimates contained in such outstand- 
ing problems as: 


Valuation of inventories 

Valuation of receivables 

Valuation of securities 

Determination of periodic depreciation and de- 
pletion expense 

Determination of periodic amortization costs 

Revenue and capital expenditures 


As has already been stated, practice 
with respect to the content of the income 
statement has not been uniform because 


140, 1451.10 
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practice with respect to the content and 
function of the surplus account and state- 
ment has not been uniform. This means 
that confusion has existed with respect to 
definitions, principles, and the function of 
the statements in question. The theory 
that the statement of surplus shall contain 
those items not directly related to the 
basic and recurring operations of a period 
is well known. In view of the intrinsic im- 
portance of the income statement, how- 
ever, the following question may well be 
raised: Does this theory of the surplus 
statement permit the construction of 
periodic income statements which, in 
themselves, adequately and conservatively 
measure the net income of these periods, 
individually and collectively considered? 

Whenever charges or credits are made 
directly to the earned surplus account, it 
is evident that these items have never been 
placed in the income account of any period. 
It should be evident, further, that as these 
special debits and credits are made to 
earned surplus, and omitted from periodic 
profit and loss accounts, the income of 
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these periods will be reported incorrectly. 
In 1939, to illustrate, the American Radia- 
tor & Standard Sanitary Corporation 
charged earned surplus with $10,325,997 
covering write-offs of goodwill, idle plants, 
patents, and product development. In view 
of the fact that the annual income of the 
company had been reported as: 


1933 $1,027 ,271 (loss) 
1934 1,455,227 
1935 2,798 ,860 
1936 7,344,514 
1937 7,205,511 
1938 424 ,076 (loss) 
1939 3,712,193 


the ratio of the 1939 write-off to total in- 
come (as 1 is to 2) was such as to cast some 
doubt upon the significance of the latter 
figure and its annual components. 

A similar conclusion is required in the 
case of the Hudson Coal Company. This 
company has reported as follows: 


Reported Direct Entries to 
Income Earned Surplus 
Dr. Cr. 

1933 $2,331,329* $ 1,374,603 
1934 503 ,448* 224,275 1,338 
1935 666, 221* 257 , 04: 971,739 
1936 335,040 214,390 126,952 
1937 1,639, 500* 1,474,273 87,870 
1938 39 ,976* 1,518,460 3,816 
1939 2,284,884* 18,337,721 
1940 1,457,713* 1,303,015 125,027 
1941 288 ,653* 32,733 106,645 
1942 44,065 186,525 20,091 
* Loss. 


From these data the net debit to earned 
surplus for the ten-year period was 
$23,111,990, or an average net debit per 
year of $2,311,199. In other words, the 
income account of each year, on the aver- 
age, was relieved of a net charge of 
$2,311,199. In view of the fact that in no 
single year of the decade 1932-1942 did 
the Hudson Coal Company earn as much 
as $1,000,000, it seems that surplus charges 
were made that belong in the income state- 
ment. 

In 1942 the United Aircraft Corporation 
showed special debits and credits to earned 
surplus covering adjustments of provisions 
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for depreciation and taxes, also reallocation 
of “surcharge income and retirement re- 
serve provisions.” The explanation given 
was that income for 1939 and prior years 
was required to be reduced by $840,619, 
that for 1940 reduced by $4,527,085, and 
that for 1941 increased by $6,672,106. 
These are sizable adjustments when it is 
considered that 1941 net income was origi- 
ally reported at $16,721,381 and 1942 net 
income at $17,154, 436. 

A, question is raised in such cases of the 
proper basis for determining periodic in- 
come even though it is admitted that pro- 
visions for depreciation, depletion, obsoles- 
cence, and amortization are often very 
difficult to establish. A direct charge to 
earned surplus relieves one or more periods 
of a revenue cost; the result is to overstate 
the income of the periods in question. Past 
income periods are not the only ones af- 
fected; very often future income periods 
also are affected, as may be evidenced by 
the write-down of $3,377,870 of fixed as- 
sets made by the Liquid Carbonic Corpo- 
ration in 1932. In this particular case, the 
company stated that there would be a 
future saving in depreciation expense of 
$100,000. Similarly, in the same year, the 
Studebaker Corporation wrote down the 
book value of its investments in plant 
facilities, trade name, goodwill and patents 
by $33,051,520, and the company stated 
that “if the write-down of plant facilities 
is made, substantial savings would result 
to the corporation in depreciation and 
other charges, thereby benefiting the 
profits of future years.” 

In a study of eighteen corporations over 
a period of nine years, Professor Howard 
C. Greer found that the total reported 
profits were $185,227 ,000. This total, how- 
ever, was subject to revision depending 
upon the classification given to items, i.¢., 
whether direct surplus entries or not. On 
the most conservative basis of measuring 
income, the total profit was reduced to 
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$97,754,000; on the most liberal basis, the 
total was increased to $218,053,000, a dif- 
ference between the two figures of over 
$100,000,000. In the face of such wide 
differences it is important to decide what 
net income is and what the function of the 
income statement is to be. — 

Both the statement of profit and loss and 
the statement of earned surplus involve a 
fundamental question: Should the net in- 
come for an accounting period reflect only 
a part of the revenues and the revenue 
costs, i.e., those which are “‘normal,” re- 
curring, and directly associated with the 
operation of the period, or should net in- 
come include all revenues and revenue 
costs regardless of nature? 

In this latter respect, net income would 
include the nominal elements of all ac- 
counting transactions for a period. It 
would be fully inclusive in every sense of 
the word. 

I recall a story relating to the question- 
ing of a railroad president as to the operat- 
ing statement of his road. Apparently the 
statement was not too clear, for he was 
was bombarded with questions such as: 
Does the statement include extraordinary 
charges? Does it include provision for extra 
depreciation? How about capital gains and 
losses? Income taxes—were they charged 
against income or against surplus? Exas- 
perated and embarrassed by the volley of 
questions, the railroad president roared 
back to his tormenting questioners “That 
net income figure is after every damn thing 
you can think of!’”’ And does this not about 
sum up the philosophy of what is net in- 
come, and what is the function of the in- 
come statement? 

The attempt to place items in the sur- 
plus account encounters the obvious diffi- 
culties of deciding when an item is to be a 
surplus entry and when not. As we all 
know, the line of demarcation between 
those elements which enter into regular 
operations and those which do not is often 


so indistinct as to be virtually nonexistent. 
Aside from the obvious difficulty of classi- 
fication, the placing of so-called extraneous 
items in the current profit and loss ac- 
count may well be justified if extraneous 
debits and credits are recurring, as they 
generally are. This is but to say that, even 
though the character of these extraneous 
items may change, their dollar total for 
successive accounting periods is just as 
much a concomitant of operations as any 
commonly accepted expense or income 
group. There is much truth in the observa- 
tion that some of the irregular costs of 
doing business are the most regular. 

Once more we may repeat: Direct charges 
or credits to earned surplus prevent the 
placing of these items in the income ac- 
count of any period. This involves not only 
distortion of the income of single account- 
ing periods but of the average annual in- 
come of all periods as well. 

In line with the current trend of ac- 
counting thought toward greater emphasis 
on the income statement, there has been 
increased advocacy and use of the compre- 
hensive and consolidated income and 
earned surplus statements. This means 
simply that all incomes and income-costs 
and all losses are placed in the profit and 
loss statement in the year in which such 
items are realized in the accounting sense. 

When the income statement includes all 
the nominal elements of a period, there are 
certain concomitant advantages: The full 
history of the period is written in the in- 
come statement. There is no burying of 
items in a separate surplus statement. Net 
income, in truth, will be net income. There 
is full disclosure of information. Manage- 
ments should be wholesomely affected 
when they realize that all the nominal ele- 
ments of a period will be placed in the cur- 
rent statement of income. 

Under this new philosophy for the in- 
come statement and the profit and loss 
account, the earned surplus account would 
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receive only entries for net income, for 
dividends, and for entries creating earned 
surplus reserves or returning the balances 
of earned surplus reserves to earned sur- 
plus. A similar limited content, of course, 
would apply to the statement of earned 
surplus. 

Income and surplus statements as here 
described and advocated have been used 
by the American Can Company for many 
years. Last year, similar statements were 
presented by the Bigelow Sanford Carpet 
Company, General Motors Corporation, 
The Ruberoid Company, land United 
States Steel Corporation. 

And now, for a few final comments, in a 
sort of odds-and-ends discussion: 

The income statement is being made 
more informative to the layman by the 
use of such devices as: 

This is What We Took In 

This is What We Expended 

This is What We Had Left 
For the more technically minded, the data 
of the profit and loss statement and the 
balance sheet are being further explained 
by the use of statements of source and ap- 
plication of funds. This development is 
salutary and should be encouraged. The 
statements of the United States Steel 
Corporation have been excellent for many 
years because of their completeness. This 
characteristic has been interestingly rein- 
forced by consistent use of the statement 
of funds. 

Slowly but surely income statements are 
increasingly showing cash discounts as de- 
ductions from sales and purchases. Thus, 
one more of yesterday’s rigidly-held pre- 
cepts is yielding to the pressure of logic. 

Recent income statements rather gener- 
ally show depreciation expense as one of 
the ordinary and compulsory costs of doing 
business. Practice, however, is not yet 
entirely uniform. Some accountants, for 
example, still insist upon showing the profit 
of a business before deduction of deprecia- 


tion expense, and then deducting deprecia. 
tion separately. In the income statement 
of the Youngstown Sheet and Tube 
Company for 1942, for example, $11,998, 
135 to cover depreciation of plants and 
equipment is deducted, along with provi- 
sion for income taxes, just before arriving 


‘at the final figure of profit for the year. It 


must be instantly apparent that the figure 
for cost of sales is in need of re-statement, 
Such accounting for depreciation is to be 
deplored, and the sooner clients can be 
brought to accept income statements that 
reflect the other treatment the better it 
will be. 

Income taxes are now uniformly handled 
as deductions from the income of a period. 
Practice in the handling of the accounting 
for income taxes has shown commendable 
improvement. Few accountants today 
would give their approval to debits to 
surplus for periodic provisions for income 
taxes. 

Some question may be raised as to the 
propriety of accounting statements that 
show “net income before income taxes,” 
and then deduct income taxes to arrive at 
net income. It is a fair question to ask why 
a separate figure for “net income before 
income taxes” is independently significant. 
In lieu of this should income taxes be de- 
ducted in the group containing all business 
costs? 

Some rather serious variations in prac- 
tice are observed with respect to the crea- 
tion of surplus reserves, i.e., reserve for 
contingencies, or those similarly titled. The 
income statement of the Youngstown 
Sheet and Tube Company for the year 
1942, for example, shows a deduction of 
$3,250,000 as provision for contingencies 
before arriving at the profit for the year 
of $10,305,706. 

The United Aircraft Corporation in its 
income statement for 1942 shows a deduc- 
tion of $3,897,271 under the title of Pro- 
vision for Transformation to Post-War 
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Conditions. Then, startlingly and sur- 
prisingly, the Company proceeds to explain 
the deduction thus: 


For the year 1942 an addition of $13,897,271 was 
made to the reserve previously provided for ex- 
penses and rehabilitation costs incident to trans- 
formation to post-war conditions. The sum of 
$3,897,271, being equivalent in amount to the 
post-war refund of excess profits taxes to be ulti- 
mately funded by bonds receivable from the 
United States Government, was provided by 
charge to operations of the year 1942, and the 
amount of $10,000,000 was appropriated by the 
Board of Directors from earned surplus. 


In view of the further fact that the Com- 
pany reduced its deduction for Federal 
taxes by the amount of the post-war re- 
fund, $3,897,271, it is difficult to under- 
stand the figure which the Company re- 
ported as net income for 1942, namely 
$17,096,842. 

This section may be summarized by 
stating that unless provisions for con- 
tingencies represent known incurred costs 
or losses, they are not charges against in- 
come. The responsibility of the accountant 
for correctly presenting net income should 
be clear. 

By way of slight digression, attention 
may be directed to the placing of con- 
tingency reserves on the balance sheet. 
Very often they are placed under the cap- 
tion of “Reserves.’”’ If we remember that 
the credit side of the balance sheet shows 
the equities of creditors or owners, it is 
proper to require that reserves be placed 
accordingly. To the extent that reserve ac- 
counts are proprietary in nature, they 
should be shown in the net worth section 
of the balance sheet. They belong in this 
section of the balance sheet because they 
serve simply as earmarked divisions of 
surplus. In this connection the balance 
sheet of the Bigelow Sanford Carpet Com- 
pany for December 31, 1942, deserves com- 


mendation; all of the following reserves 
were placed in the net worth section of the 


For most concerns the last line on the 
income statement is not Net Profit but 
rather Net Income. Without taking time 
to develop the propriety of this criticism, 
Net Income must be the title of the final 
line of the income statement if definitions 
of net profit and net income are thought- 
fully considered and applied. 

Accountants occupy a peculiar position 
of trust, since their function is one which 
must honestly serve both corporate offi- 
cials and stockholders. It is imperative for 
accountants to act courageously as well as 
correctly in constructing the financial 
statements of their clients. Their state- 
ments and their reports should be true— 
constructed in the light of judicial inde- 
pendence. Their statements should be a 
credit to the accounting profession. Acting 
in capacities bothindependent and rational, 
accountants must know the responsibilities 
they assume in constructing the state- 
ments of their clients. It is not a static re- 
sponsiblity which they assume. It is com- 
pletely and clearly dynamic. It is one which 
demands that the accountant be constantly 
up to date, and that he be in harmony with 
the advancing thought of his profession, 
with statutory enactments, with his obli- 
gations to management, to stockholders, 
and to society generally. 

Therefore, let us invite an occasional 
check-up on our selves and our thinking. 
Let us invite and gratefully profit by bene- 
ficial criticisms generating from within and 
without the particular offices and circles 
in which we perform our work. 
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CONTROL OF DETAIL IN INVENTORY 


VALUATIONS 


Leo A. ScHmMIpT 


uc# has been said in recent years 
M on the larger aspects of the in- 

ventory problem. Whether one 
method or another of valuation would 
coincide most closely with objective truth, 
whether it would level out the showing of 
income (desirably or undesirably), whether 
it would give the most useful index of 
financial position, or would guide the divi- 
dend policy most intelligently—to these 
discussions the present writer will not at- 
tempt to add. There is, however, an aspect 
of the inventory problem which has been 
very largely neglected in the literature of 
the subject, though in practice it must be 
faced every time a decision is made to 
change the method of valuation. 

The problem may be stated as follows: 
How can the entries in the perpetual in- 
ventory accounts be handled so as to keep 
the book figures for control and for detail 
accounts in agreement with each other, 
and, at the end of the period, to bring them 
into agreement with the inventory as priced 
under the various suggested methods? 
Furthermore, if the method is to be really 
satisfactory, how can the pricing of the 
issues be handled so that the costs pro- 
duced day by day or month by month may 
be congruent with the underlying assump- 
tions of the method of inventory valuation 
chosen? To the degree that this second re- 
quirement cannot be fulfilled we will be in 
the questionable position of producing job 
costs, or monthly total process costs, which 
are unreliable. The extent and direction of 
this error will not be known until the end 
of the period when the adjustment of 
over-all results is made—too late to affect 
the many judgments which presumably 
have been taken on the basis of detail costs 
throughout the period. The present paper 


is an inquiry into these possibilities—ap 
attempt to organize an outline of control 
and detail valuation relationships into 
which specific cases can be fitted as their 
practical ramifications require. 

To bring the problem into sharpest focus 
for this discussion, we shall consider it as 
applying to the raw-materials inventory 
in a manufacturing business which oper- 
ates on a job-cost basis. We shall assume 
that the materials constitute an important 
proportion of the cost of the product, and 
that the cost figure of each job must be 
available as soon as the job is completed— 
that is, that we cannot wait until the end 
of the month to cost the materials into 
production. We shall also assume that the 
detail inventory card must show quantity 
and value for each purchase and requisition 
and for the running balance after every 
transaction. Whatever methods or routines 
are suggested must work for every probable 
transaction which may affect materials and 
must give satisfactory cost results for any 
pattern of price movement. 

If we can set up workable plans under 
these conditions for each method of inven- 
tory valuation suggested, we may safely 
assume that our methods could be adapted 
to less stringent conditions as required. 

Under the first three methods of valua- 
tion to be discussed the agreement of the 
control and detail book accounts with the 
end inventory as priced for income deter- 
mination is practically automatic and pre- 
sents no serious problem, though a review 
of certain mechanical details may be profit- 
able even for these methods. 


I. ACTUAL COSTS OF SPECIFIC ITEMS 


In those rare instances in which all raw 
materials can be marked when purchased 
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with their specific individual unit costs, 
and charged out to production at those 
specific costs, the control account will be a 
direct summarization of the entries on the 
detail cards. The balance of the control 
account will agree directly with the sum of 
the detail card balances, and will agree also 
with a physical inventory in which every 
item on hand is valued at its own recorded 
cost price. The problems of purchase re- 
turns, returns to stock from the factory, 
and physical shortages will be purely rou- 
tine. 


Il. FIRST-IN, FIRST-OUT (jifo) 


This very common method causes no 
difficulty if it is understood that requisi- 
tions are priced out by the usual fifo 
routine; that the total of such requisitions. 
is credited to the inventory control ac- 
count; and that the physical inventory is 
valued on the fifo assumption (or “going- 
back-to-invoice” basis). Purchase returns 
and returns to stock from the factory 
would be direct reversals of the original 
transactions to the extent thereof. Short- 
ages, discovered by physical inventory 
either at the end of the period or by an 
interim checking would be priced out on 
the fifo assumption—that is, that the miss- 
ing goods were from the earliest acquired 
lot on hand at the time the shortage is dis- 
covered. Summaries of purchases and 
purchase returns, of issues from and re- 
turns to stock, and of shortages, treated 
either as official books of original entry or 
as the source of data for journal entries, 
would be the mechanism for bringing these 
transactions into the control account. 


III. MOVING-AVERAGE COST 


There are considerable differences in the 
methods of pricing of physical inventories 
under the general terms “average cost” 
or “moving-average cost.” If the results 
of such pricing do not have to tie in with 
perpetual book records, “average” may be 


interpreted to mean a simple or a weighted 
average of prices paid throughout the past 
period with or without consideration of the 
beginning inventory; or the average may 
be taken for some shorter time determined 
separately for each item, and assumed to 
cover the quantity on hand; or the shorter 
period may be arbitrary and applied to all 
items alike. 

However, in case an ending inventory is 
expected to tie in with a perpetual inven- 
tory system, there should be no independ- 
ent question of what “average” means for 
purposes of end-of-the-period pricing. If 
the rules for pricing out the day-to-day 
issues are satisfactory, the running balance 
will presumably be at a price which repre- 
sents a satisfactory end-of-the-period valu- 
ation. The taking of a physical inventory 
in this case will be for the purpose of check- 
ing quantity shortages and overages. Any 
discrepancies discovered should be priced 
out or added back at the unit price then in 
effect in the balance on hand. 

The rules for pricing out raw materials 
to production by the moving-average 
method are fairly well standardized. The 
unit issue price at any time is simply the 
quotient of the total value balance divided 
by the total quantity balance. This price 
is not changed by the issuance of materials 
but must be changed at the time of each 
purchase if the unit purchase price differs 
from the issue price then in effect. Purchase 
returns are simple reversals of the purchase 
entry; returns to stock from the factory are 
reversals of the issue entry.’ 
Since entry for the return must be made at the original 

price, it would necessitate a recalculation 


of the issue price to be used from that point on. Tech- 
nically the issue made between the purchase and the 


desirable to send a correcting entry for such 
minutiae. 

Likewise, if raw materials are issued to the factory 
and then returned to stock after an in i 
Unless the amounts involved are large, however, the 
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Here again, as under fifo, simple sum- 
maries of purchases, purchase returns, is- 
sues, returns to stock, and discovered 
shortages constitute the mechanism for 
getting the transactions of the month into 
the control account. The control account, 
thus handled, agrees with its subsidiary 
ledger at a valuation which is as satisfac- 
tory an interpretation of average cost as 
can be set up by any means. 

The three methods discussed above in- 
volve no real problem of reconciliation 
between the book values and the end-of- 
the-period valuation of inventory. The 
remaining methods to be discussed, viz., 
Market, Cost or Market, and Lifo Cost, 
do involve such a problem. In each case it 
is imperative for practical reasons to price 
issues on that basis which will minimize 
the end-of-the-period adjustment. To the 
extent that this camnot be accomplished 
under any particular method of valuation, 
it must be considered an inherent disad- 
vantage of that method. 


IV. MARKET PRICE 


Since a straight market-price inventory 
for raw materials has virtually no standing 
among accountants, it is considered here 
only to complete the record of possibilities. 
Just what scheme of perpetual inventory 
issue prices could be used for day-to-day 
costing as the logical counterpart for a 
strict market end-inventory is a matter for 
the imagination. 

A snap judgment to the effect that daily 
issues could be priced at the market price 
is seen to be entirely out of line with the 
fundamental idea of keeping the inventory 
at market, since the result of such a method 
would be to leave a running balance on the 
books which would get further away from 
market values as market prices changed. 
In its effect upon current costs, the pricing 
of issues at the day-to-day market price 
practical handling is to add back the returned goods at 


their original issue price, and to change the issue price 
only when the next purchase is made. ¥ 
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would “out-lifo” lifo; but it would certainly 
not effectuate the market method of in. 
ventory valuation. 

Probably fifo cost for day-to-day pur. 
chases, issues, returns, and so forth, to- 
gether with end-of-month adjustments to 
bring the resulting balances into agreement 
with market, would be as close as one could 
come to satisfying the market inventory 
philosophy and still retain anything even 
approaching perpetual control. 


Vv. COST OR MARKET, WHICHEVER IS LOWER 


There is, of course, no method of pricing 
out raw materials to production which is 
exactly congruent with the pricing of end- 
inventory at cost or market. The use of this 
method for income determination assumes 
the use of a fifo or moving-average cost for 
purposes of current pricing, and frankly 
leaves to the end of the period any adjust- 
ment of the book inventory that may be 
necessary. The mechanics of this adjust- 
ment may in themselves be worthy of in- 
vestigation. 

Application of the cost-or-market con- 
cept to the physical inventory itself is by 
no means uniform. While it is generally 
conceded that cost or market is a conserva- 
tive rule, there are at least four different 
applications of the rule which produce four 
different shades of conservatism. 

The crudest and least conservative ap- 
plication of the rule would be to price the 
inventory total quantity first at cost and 
then at market and to use the lower of the 
two money totals. 

The first refinement of the rule would be 
to break the inventory into sections by 
types of goods, to price each of the sections 
at cost and at market, and to take the 
lower of each pair of section totals as the 
effective inventory figure. If the inventory 
breaks naturally into basic types of ma- 
terials such as metals, leather, paper, 
lumber, etc., this method will usually catch 
major price changes quite effectively, and 
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fulfill the purpose of the cost-or-market 
rule without more detailed analysis. 

The next refinement is the “by-items” 
application of the rule. This is the interpre- 
tation usually stated as the approved rule 
in theoretic discussions. When the inven- 
tory consists of a variety of items with 
mixed price trends, this application is 
obviously more conservative than either of 
the preceding two. 

The fourth, final, and most conservative 
application of the rule may be character- 
ized as the “by-invoices” or “by-purchase- 
lots’ method. This method recognizes the 
fact that for any one item the market price 
at the inventory date may be higher than 
the cost of some of the lots or units on 
hand and lower than that of others. Those 
lots or units which had been bought at 
above the market price would be reduced 
to market, whereas those that had been 
bought below the market price would be 
included in the inventory at their cost. If 
heavy inventories of raw materials are 
carried, and if the market has reversed it- 
self within the period during which the 


inventory was accumulated, the point at © 


issue in this refinement might be of con- 
siderable consequence, although it would 
be of slight significance in the typical 
“grocery store” inventory. 

Let us assume this most conservative 
“by-lots” interpretation of the cost or 
market rule as the basis for the ensuing 
discussion. Two methods are available for 
effecting the necessary adjustment on the 
books. 

The most thoroughgoing adjustment is 
to credit the control account for the total 
decrease and to credit the subsidiary ac- 
counts if necessary to bring them down to 
market. If the issues are being handled on 
a fifo basis, this reduction would presum- 
ably reduce to one unit price the parts of 
several purchases at higher costs which 
may be on hand at the inventory date. 
However, any lots on hand which happen 
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to have been purchased below the market 
price would still be allowed to retain their 
own cost and their own position in the fifo 
scheme. It is assumed that a similar pricing 
—the lots considered separately in case the 
data are available—would have been used 
in pricing the physical inventory. 

If this thorough adjustment is con- 
sidered to involve too much detail, or if 
it is desired for other reasons to keep the 
detail costing on a straight cost basis, 
technical agreement between the control 
and subsidiary accounts can be maintained 
by the use of a reserve for inventory de- 
cline which will carry the credit for the 
difference between cost and cost or market. 
This reserve is clearly a valuation account 
against the inventory control account and 
will be shown as a subtraction from it in 
the balance sheet to effect the cost-or- 
market valuation for balance-sheet pur- 
poses. This leaves the inventory control 
undisturbed at cost price. 

In the following period the reserve is 
closed out as a credit to cost of goods 
manufactured (or, less desirably, to cost of 
goods sold or to profit and loss), while the 
detailed charges to manufacture for ma- 
terials issued remain on a straight cost 
basis. So long as the management is clearly 
aware of the device, and to the extent that 
the executives can carry in their heads the 
incidence of the adjusted relations between 
cost and market upon reported detailed 
costs of the ensuing period, no harm is done. 

If the crude interpretation of the cost 
or market rule, calling for the use of the 
total cost or total market inventory 
whichever is the lower, is to be used, the 
thorough detailed recording of the adjust- 
ment would require writing up. the values 
on those items whose market was higher 
than cost and writing down the values of 
those items (presumably more numerous 
or more weighty) whose market was less 
than cost. This write-up would be rather 
unpalatable to most accountants, and is 
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certainly a strong argument against the 
“by-totals” interpretation of the cost-or- 
market rule. The use of the reserve method 
to take care of the adjustment would hide 
the real nature of the write-up but would 
not change its fundamental effect. 

The “by-sections” application of the 
rule would seldom involve such a write-up 
of items as is objected to above, since 
within the sections the price movements 
would presumably be more or less uniform. 

The discussion of the last few paragraphs 
has envisaged cost as fifo cost, but it may 
be applied just as well if average cost is the 
method used on the books and in the in- 
ventory pricing. In fact, there is less con- 
fusion in applying the adjustment to the 
detailed accounts carried on a moving- 
average basis, for the complication of vary- 
ing prices on different lots is washed out in 
the averaging process. 

Technically the cost or market rule may 
be extended to embrace a lifo cost or mar- 
ket rule, especially since this is specifically 
permitted for report purposes by income 
tax regulations. It is a fairly safe assump- 
tion, however, that the ifo method, in- 
stituted at a period of low prices as it 
usually is, would give sufficiently conserva- 
tive inventory figures to make the “or 
market if lower” inoperative in the great 
majority of cases. The following discussion 
of the lifo technique still leaves this pos- 
sibility open. 


VI. LAST-IN, FIRST-OUT COST 


It will be assumed that one of the reasons 
for adopting the lifo method of valuing end- 
inventory is to obtain the advantages of 
reporting for income tax by this method, 
and this being so we must expect to con- 
form to the methods allowed by the Regu- 
tions of the Bureau of Internal Revenue. 
The regulations on ifo, or more properly 
on the elective method of valuing inven- 
rory, are quite specific. There are four 
alternatives open to the taxpayer for the 
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valuation of the excess quantity on hand 
at the end of the year over the quantity on 
hand at the beginning. These are jifo, lifo, 
average, and any other “proper” method. 
For this discussion we will assume the use 
of the Jifo method for the excess in order to 
be as consistent as possible for the entire 
quantity of the inventory. 

What, then, of our method for pricing 
out issues of raw materials to production? 
On the plea of consistency it might seem 
advisable to use the lifo plan for day-to- 
day, or invoice-to-invoice, pricing of issues; 
but a little careful analysis shows the use 
of this method to be highly questionable. 

Attention has often been called to the 
fact that the rules of /Jifo if applied to 
monthly inventories (or quarterly, or 
semi-annual), for the purpose of determin- 
ing interim-period profits, will produce 
costs and profits for the shorter periods 
whose totals will not agree with the total 
cost and profit for the year as determined 
by applying lifo to the year-end-inventory. 
This same discrepancy would arise be- 
tween the costs and profits of individual 
jobs and the total cost and profit for the 
year if we price into our job-cost system on 
a lifo method for individual stores. 

Another argument against the use of 
lifo for detail issues is the extremely er- 
ratic charge for materials to different jobs 
which may result. Assume, for instance, 
that the price of a certain important raw 
material has been rising steeply over a 
period of some months, and that purchases 
have just kept pace with issues. If at this 
time the purchases cease and the next issue 
is made from materials on hand at the be- 
ginning of the period, this issue will be 
priced under /ifo at the low beginning price; 
the charge to the job involved will be far 
out of line with the charge to other recent 
jobs; and the total cost of the job will be 
misleading for any serious use. Such costing 
would be far from the supposed ideal of 
lifo technique which presumes to match 
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current costs against current revenues. 

This illustration reveals the fact that 
detail Jifo costing would work out only 
under the highly restricted ideal conditions 
in which the beginning inventory quantity 
remains intact and in which purchases and 
issues approach one-hundred-per-cent ar- 
ticulation. While something like this state 
of affairs may hold for the total raw- 
materials inventory for an entire account- 
ing period, it cannot be expected to hold as 
to the detail in any significant portion of 
an extensive raw-materials list. 

Since there is no method of pricing out 
issues which is directly congruent with the 
lifo inventory valuation, a choice must be 
made between available methods which 
may approximate the results intended by 
the lifo method. 

In the first place, it should be obvious 
that fifo issues give results that are the re- 
verse of those from Jifo. If prices were 
steadily rising, for instance, fifo would 
charge the cheaper, earlier purchases to 
production and leave the higher-priced, 
recent purchases in the balance. Moving- 
average issues would have roughly the 
same effect as fifo. Both of these methods 
would require huge adjustments at the end 
of the year. 

At the other extreme, the issues could be 
priced at market. This might work quite 
well when purchases were small and fre- 
quent; the currently developed costs of 
production and cost of sales (if the goods 
are rapidly sold) would then result in 
matching costs and revenues in their 
proper economic relationship. On the other 
hand, for a commodity which is purchased 
infrequently, a rising price might result in 
ridiculously low or even minus balances on 
hand, if pricing out is at the market price. 

A somewhat less radical measure would 
be the use of the last invoice price, regard- 
less of quantities involved, for pricing out 
issues. While this method might still pro- 
duce negative balances in certain stores 


accounts under special conditions, it is 
much less likely to have such results than 
issuing at market. This method would 
usually give sufficiently up-to-date costing 
for intelligent management; the costs would 
not vary from job to job as erratically as 
they might under /ifo detail pricing; and 
the detail and control balances left in the 
accounts would at least roughly approxi- 
mate official Jifo valuations. 

For those cases in which purchase-issue 
articulation and probable price movements 
are such that the most recent invoice 
pricing cannot be expected to work out, it 
may be possible to adopt a purely arbitrary 
“uniform” issue price which will do the 
trick. If necessary, such a “uniform’’ price 
could be changed periodically in the light 
of price changes, balances on hand, and the 
prospective schedule of purchases and 
issues. Such a uniform issue price could be 
used for all items or it could be restricted 
to those items on which the latest invoice 
price cannot be expected to give adequate 
results. 

The adjustment of book balances to lifo 
end-inventory values may be made on each 
stores card and in the control account, or 
it may be handled through the use of a re- 
serve on the general ledger only, as was 
suggested in the discussion of the cost-or- 
market method. If the adjustment is made 
on each stores card, it will be desirable to 
bring the adjusted balance down in several 
parts in accordance with the application of 
the lifo valuation rules. These data must 
be shown and preserved somewhere be- 
cause of their importance in subsequent 
inventories, and it is suggested that the 
detail stores cards are the logical place for 
their preservation. 

All the methods discussed to this point 
have assumed that the cost accounting is 
on an “actual” basis with respect to ma- 
terials. The picture would not be materially 
changed for most standard cost account- 
ing systems. If the stores account is kept 


358 
nd 
on 
fo, 
d. 
ise 
to 
ire 
ng 
n? 
le. 
he 
to 
or 
n- 
ce 
ds 
ral 
ed 
y. 
ye- 
al 
he 
on. 
of 
bs 
ce, 
LW 
| 


354 


at actual, whereas the charges to work in 
process are at “‘standard,” the actual used 
would be one of the many “actuals” de- 
veloped in our discussion. Even the arbi- 
trary “‘uniform” price discussed a few 
paragraphs above is still an “‘actual’”’ in the 
sense of standard cost accounting. 

There remains for notice the one type of 
standard cost accounting in which the 
stores accounts are charged at standard 
cost at the time of purchase, whereas an 
account for “price variance on purchases” 
takes up the difference between the stand- 
ard cost charged and the actual price paid. 
Under this system the stores accounting is 
greatly simplified, since both debits and 
credits are always at the standard price— 
in fact, under this system the detail stores 
account will usually show quantities only. 
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Whether this method would produce auto. 
matically an end-inventory figure which 
would be acceptable for over-all income 
determination and tax purposes would de- 
pend upon how the standard had been set 
in the first place and upon price movements 
during the period in question. Any adjust- 
ment needed could be effected at the end 
of the period by a general ledger reserve 
against, or an adjunct addition to, the 
inventory control account. 

The base- or normal-stock method has 
been intentionally omitted from this dis- 
cussion since it is generally considered 
useful only for those inventories which 
contain a relatively few large items of 
raw materials and does not involve the dif- 
ficulties of detail and control relationships 
with which we are here concerned. 


STUDENT ACHIEVEMENT AND ITS 
MEASUREMENT 


CHRISTIAN OEHLER 


I 


HE problem of evaluating the prog- 

ress and achievement of students 

who take courses in business subjects 
in collegiate schools of business should be 
regarded as of equal importance with the 
determination of what courses should be 
offered and what the content of those 
courses should be. In general, too little at- 
tention is given to the subject; and yet, no 
matter how carefully the curriculum may 
have been planned, if the instructor errs in 
the evaluation of the achievements of any 
student by grading him at or above the 
passing mark when such a mark is not 
really deserved and earned, an injury has 
been done to the student, to the college, 
and to the business community in which 
the student will later seek employment. It 


must be realized that, in the vast majority 
of cases, the future employer of the young 
graduate will very quickly make his own 
estimate of the young man‘s intelligence 
and skill. If the young graduate does not 
possess abilities useful to business, or does 
not seem to be able to apply his knowledge 
in a useful way, the employer will reach 
the conclusion that the college does not 
know what the business community wants, 
or is out of touch with business. Criticism 
is thus levelled at the college, at the college 
graduate, and perhaps at colleges and col- 
lege graduates in general. 

Much of this criticism is justified, but it 
should not be directed at the graduate. 
Many instructors—perhaps most instruc- 
tors—base their grades solely upon the 
proportion of the subject matter of the 
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Student Achievement and Its Measurement 


course that the students give evidence of 
having learned. Perhaps it is because of 
this that most students feel that if their 
answers are correct they are entitled to a 

e of 100. The important question is: 
Are they? Will the student who has a 
thorough grasp of the contént of the 
courses he has taken, necessarily and be- 
cause of that fact, make good in business? 
Who is to blame if a student fails to make 
good in business after having convinced 
his instructors that he has acquired, in 
general, a ninety-per-cent knowledge of 
the subject matter of the various courses 
that he has taken? 

The blame cannot be placed upon the 
student. He came to college to get a train- 
ing for business; he did all that was asked 
of him, and did it very well, if reliance can 
be placed upon the grades that he received. 
Is the instructor to blame? Which instruc- 
tor? The blame cannot be placed en- 
tirely upon the instructors if they con- 
curred in giving the student passing grades 
—not merely passing grades, but an aver- 
age of 90—very high grades. Perhaps all 
instructors were intent on finding out 
whether or not the student had obtained 
a knowledge of the material of the courses 
and regarded other matters that make for 
success in business as none of their con- 
cern; or perhaps they just did not know or 
did not think about these other matters. 
It is rather the college that is to blame, 
because it did not give proper considera- 
tion, before granting its degree, to the real 
objective of business education, i.e., prepa- 
ration for business. 

It cannot be too strongly emphasized 
that it is not the fault of the young man 
that he has been graduated before receiv- 
ing this preparation. It is precisely this 
preparation that he came to college to get; 
and, if he graduates, he assumes that he 
has received it. If he has not received the 
training that he should have received be- 
fore graduation, the reason is probably not 
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faulty planning of the curriculum, but 
rather faulty measurement of the student’s 
achievements. The businessman who em- 
ploys the young man is thus confronted 
with two alternatives; either he will at- 
tempt to make good the deficiency by 
trying to provide the necessary training, 
or he will discharge the employee. Perhaps 
even after the effort has been made and the 
training attempted, he may find the young 
man lacking in the capacity to benefit from 
the training; the final result is the same— 
the young man is discharged. So far as the 
young man is concerned, during the process 
of this training, whether he receives it from 
his employers, or acquires it for himself in 
the “school of hard knocks,” he goes from 
one employment to another until finally he 
learns the lessons that he should have 
learned in college, or finds an employer 
who is not particularly discriminating or 
one whose standards are not very high. 

Students regard the grades they receive 
as evidence of their attainments. If their 
grades are high, they rightly consider that 
they have done well; if low, they consider 
that something is wrong. If a student re- 
ceives an average grade of 90, he is entitled 
to believe that he has done very well, and 
that, if he continues in the same way, he 
will do very well in business. It is very 
important, therefore, that the instructor, 
before grading the young man at 90, should 
take into consideration everything that is 
necessary to enable him to do well in his 
first employment. What can the college do 
to make the grade of 90 mean what it 
ought to mean—that the young man is an 
honor candidate for a position of usefulness 
in business? 

The coliege certainly should not take the 
position that it does not care. It would 
hardly dare to take such a position and 
probably does not; to do so would mean 
utter confusion with regard to the purposes 
of a school of business. A school of business 
cannot be regarded in the same light as a 
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liberal arts college. The school of business 
is a vocational school in the same sense 
that the school of law or the school of 
medicine is a vocational school; tke first 
prepares for the vocation of business, the 
others for the vocations of law and medi- 
cine. While it is true that many, perhaps 
most, colleges of law and medicine pay too 
little attention in their programs to train- 
ing their students for the practical aspects 
of being lawyers or physicians (as distin- 
guished from teaching them law and medi- 
cine), and while it is true that most of the 
graduates of these schools are not properly 
equipped to practice law or medicine upon 
graduation, this does not detract from the 
argument advanced here. The schools of 
business should not make the same mis- 
take. 

The purpose of the school of business 
should be to prepare the student in such a 
way that he will be able to make himself 
useful in business and so to make a living 
for himself and his family. This is not too 
ambitious an aim; all colleges must be am- 
bitious; they can hardly be too ambitious. 
If the school of business does not have at 
all times in mind that its primary purpose 
is the preparation of young men for busi- 
ness, then it is not performing the function 
for which it was, or should have been, 
organized. 

In order to keep this aim in mind, the 
performance of the student should be 
judged on the basis of ordinary good busi- 
ness standards. The instructor should at 
all times attempt to evaluate the potential 
usefulness of the student to the business 
community; certainly this should be the 
most important consideration in his judg- 
ment when submitting to his superiors the 
final grades for the courses he is conduct- 
ing. The instructor should give primary at- 
tention to the manner in which the student 
is succeeding in equipping himself to take 
his place in the business world. In other 
words, a passing mark should mean that, 


The Accounting Review 


in the judgment of the instructor, the 
student has given evidence of knowledge 
and skill and potential usefulness. 

To give real meaning to the grades of a 
student, therefore, the instructor should 
measure the performance of the student in 
terms of the ratio of that student’s success 
in the attainment of the objectives of the 
college. The causes which give this princi- 
ple weight rest in the validity of these 
objectives. Since the primary purpose 
should be to train young men for business, 
if the college succeeds in its purpose, its 
graduates will succeed in business. If the 
graduates fail in business, then the college 
has failed. Of course, no college can expect 
to be right all of the time; but a college 
that is right ninety-five per cent of the 
time is ipso facto better than the college 
that is right only, say, sixty per cent of the 
time. The measure of the success of a 
college is the proportion of successful 
graduates. The success about which we 
are talking, namely, the success of the 
graduate in business, is not necessarily 
measured in terms of salary; more particu- 
larly, it is not measured in terms of the 
size of the salary. It should be sufficient 
that the graduate become a useful member 
of the business community. 

There are certain definite results which 
should be achieved by the application of 
this principle. If more attention is given 
to the character and personality of the 
student and his aptitudes for business, 
fewer students will be graduated before 
they are able to take their place in a useful 
way in business. More of the young men 
will be useful to business immediately 
upon graduation; and it will not be neces- 


sary for their employers to do the work of 


training that the colleges should have 
done. 

In the application of this principle to the 
process of grading student achievement, it 
is necessary to consider, first, the objec- 
tives which the college expects its students 
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to attain, and second, how best to measure 
the success or proportionate success of the 
student in attaining these objectives. 


II 


Failure to realize the objectives that 
should be set at the lower levels, either 
grammar or secondary, makes the task of 
the college instructor exceedingly difficult, 
particularly in the school of business, be- 
cause he must go back and do the work 
that should have been done by the grade 
schools and high schools. 

At the grammar-school level, there is too 
little emphasis on arithmetic, English, 
geography, and United States history. 
The teachers in the grade schools should 
realize that ability to use the principles of 
arithmetic is important in almost any busi- 
ness position and that continued practice, 
with insistence on accuracy, is the only 
way to develop the ability to use these 
principles with any degree of ease. Never- 
theless, sufficient practice is not provided, 
particularly in the fundamental operations 
of addition, subtraction, multiplication, 
and division, and there is an apparent lack 
of insistence on accuracy in such practice 
as is provided. This does not meah that, in 
emphasizing accuracy, method should be 
ignored; it merely means that the student 
should be taught a sound method, with in- 
sistence on accuracy of computation. More 
attention should be devoted to the subject 
of English, with good plain English, care- 
fully spoken and understandably written, 
as the objective; this objective calls for 
more attention to grammar, spelling, and 
trading. Geography should be given an 
Important place; knowledge of important 
place-names and locations should be pos- 
sessed by every businessman, and is of 
vital consequence to some. Finally, but 
not least in importance, United States 
history should be taught for the purpose 
of inculcating devotion to this country; 
in the planning of the content of the course, 
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the discussion of possible national weak- 
nesses should have no place. While it is 
permissible to recount certain of our 
failures in the achievement of national 
aims and ambitions, the program should 
not promote belittlement. The teaching of 
history should not be used as a vehicle of 
propaganda for foreign systems; it should 
be used as a vehicle of propaganda for the 
United States and its ideals. 

At the high school level as well, entirely 
too little attention is given to the subjects 
of mathematics and English. But probably 
the most serious defect in high school 
training is that the student is not taught 
a proper respect for accuracy in the ascer- 
tainment of facts, accuracy of expression 
of these facts, and accuracy in mathe- 
matical computations. The student who 
is planning to enter a collegiate school 
of business should take as much com- 
mercial arithmetic and commercial algebra 
as he can fit into his program; and the high 
schools should offer at least one year of 
each. But merely taking the courses will 
be of little real value to him unless the 
emphasis is on accuracy. In English courses 
the high school should provide more drill 
than it does in grammar, spelling, and 
punctuation. 

The objectives at the college level cannot 
be satisfactorily formulated without giving 
proper consideration to what has or has 
not been accomplished in the grade schools 
and high schools. The college authorities 
may refuse admission to those who have 
not satisfactorily or adequately prepared 
themselves for entrance, or they may ac- 
cept registration on the basis of a high 
school diploma and attempt to make up 
whatever deficiencies are disclosed by well- 
devised entrance examinations. But they 
should not admit students to candidacy for 
a degree without investigating possible de- 
ficiencies of preparation and doing some- 
thing to overcome them. 

After this investigation has been com- 
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pleted and the registration accepted, the 
attention of the school of business should 
be concentrated on business training; this 
training should not overlook whatever de- 
ficiencies of preparation were disclosed by 
the preliminary investigation. In the course 
of this training, the emphasis should be on 
giving to the student, so far as is humanly 
possible, not only the training of intellect 
and memory, but also training in all the 
other things required to make of him a 
potentially successful businessman. If, 
after the training has been undertaken, it 
is found that the college cannot give the 
young man the training that he came to 
college to get—perhaps because he lacks 
the capacity for receiving the training or 
for any other reason—the college authori- 
ties should tell him so. The college should 
not let him graduate. If the college does not 
discover the deficiency and the graduate 
obtains employment without the proper 
training, the reputation of the college will 
be hurt—perhaps seriously hurt—so far as 
the particular employer of that young man 
is concerned. 

To supplement this survey of the work 
of the grade and high schools and of the 
purposes of the school of business, a word 
or two about the graduate level may not 
be out of place at this point. But it should 
be understood that it is being inserted 
parenthetically, as we are concerned here 
primarily with the college level. The gradu- 
ate level should be confined to research 
work and should be available only to those 
who are interested in research and able to 
carry it on. Most certainly it should not 
be just a few more years of work at the 
college level, if the graduate degree is to 
have any real meaning. 

Nothing has been said above of cultural 
subjects, so-called, as distinguished from 
business subjects, and nothing further will 
be said about them herein; but this is 
rather because of the limitations (self- 
imposed) of this article, and not because 
the writer regards them as unimportant. 
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Such subjects as music, literature, and the 
fine arts, ancient, medieval and modem 
history, the natural and physical sciences, 
foreign languages and their literatures, and 
similar subjects are necessary to rounding 
out an education. Religious training, too, 
is an important part of the process of 
education, else we develop a “Religion. 
for-Sunday-Only-Complex.” 


III 


Probably no one would dispute the 
statement that the primary concern of the 
instructor is the student himself, and that 
the value of the instructor to his students 
rests in his ability to train them and to as- 
sist them in attaining the objectives for 
which they came to college. These objec- 
tives should be, of course, the objectives 
of the college as well as those of the stu- 
dent, because it is assumed here that the 
college will refuse registration if the ob- 
jectives are not identical. The instructor 
should not attempt to cram the student 
full of information about business, but 
rather attempt to train him so that he may 
become a successful businessman. In order 
that he may direct and guide the student 
in the proper channels, it is necessary that 
the instructor should know what charac- 
teristics the student will need to develop. 
The instructor should have firsthand 
knowledge of these characteristics, that is, 
he should have had sufficient actual busi- 
ness experience to have acquired this 
knowledge; if he is currently engaged in 
some outside business activities, so much 
the better. 

In order that a policy of educating for 
business rather than giving information 
about business may be inaugurated and 
carried out, each instructor should set cer- 
tain objectives before the student at the 
outset of the course. These objectives 
should be explained to the student if it is 
found necessary to do so. But whether or 
not explanation of the objectives is neces- 
sary, the objectives themselves should be 
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kept continually before the student, with 
some sanction for the failure of the student 
to keep them in mind. Some of these ob- 
jectives—certainly the more important 
ones—are the following: 

1. Business Conduct. The student must 
be taught to realize that he must attend 
strictly to business; that failure to carry 
out assignments is a very serious offense; 
that the directions of the instructor should 
be carried out with the same degree of 
care and efficient promptness that would 
be given to work assigned by an employer. 
The student should be encouraged to de- 
velop a proper attitude toward errors that 
may creep into his work; he should be 
taken severely to task if he attempts to 
excuse them—more serious than making 
an error in the first place is an attempt to 
excuse or justify it; the student should 
sincerely regret every error that he makes. 
He should take sufficient pride in his work 
to be hurt mentally by every error that 
he does not, on his own initiative, locate 
and correct. When errors are pointed out 
to the student by his instructor, the stu- 
dent should use each such occasion as an 
opportunity to demonstrate his ability to 
take criticism and profit by it; the instruc- 
tor should of course, see to it that all his 
criticism is constructive. 

2. Knowledge of and Respect for Business 
Ethics. This is a subject that might well 
be made an independent course in the cur- 
riculum. But whether it is or not, the in- 
structor should seek every available op- 
portunity to present to the student those 
principles of business ethics which have 
been developed by the various business 
and professional associations, such as the 
code of ethics of the American Institute of 
Accountants and the various state socie- 
ties, as well as those principles of ethics of 
a more general nature that are inherent in 
the very nature of things or that have been 
developed down through the ages. 

3. Respect for Accuracy. The college 
may have a rather serious task on its 


hands in this matter if the grade school 
and the high school from which the young 
student has graduated have failed to de- 
velop in the young man a proper respect 
for accuracy. First of all, the college must 
break down the attitude of carelessness 
that has been inculcated by such a policy 
and then proceed to build anew. The stu- 
dent should be taught to set as his aim as 
nearly absolute accuracy in the ascertain- 
ment of facts as possible, and accuracy in 
the expression of those facts in words. He 
should also acquire the ability to distin- 
guish between facts and opinions and to 
evaluate the premises on which opinions 
are based. And last, but by no means 
least, the instructor should insist upon ab- 
solute accuracy in all figure work; the 
student should be encouraged to locate 
and correct his own errors, but even if he 
is unable at first to locate his own errors 
and they have to be pointed out to him by 
his instructor, he must nevertheless correct 
the mistakes. 

4. Common Sense. This very real and 
very old-fashioned virtue probably cannot 
be imparted to the student, but certainly 
whatever common sense the student has 
should be carefully nurtured and de- 
veloped. He should also learn to appreciate 
the extent and nature of his limitations in 
this regard, so that these limitations will 
not result in injury to his future employers, 
and, therefore, indirectly to himself. 

5. Knowledge of the Subject Matter of 
the Course. This hardly needs any ampli- 
fication, because it is doubtful whether 
any college neglects this part of the train- 
ing; the very opposite is apt to be true— 
this point is more likely to be emphasized 
at the expense of the other factors. 

6. Skill im the Use of the Knowledge. 
Knowledge that is locked up in a man’s 
head and that he cannot use is knowledge 
that he cannot sell. Knowledge apart 
from ability to use that knowledge is use- 
less to any future employer. Skill in the 
use of the principles of accounting and 


359 | 
the 
ern 
ces, 
and 
ing 
of 
on- 
the 
the 
hat 
nts 4 
as- 
for 
jec- 
tu- 
the 
ob- 
‘tor { 
ent 
but 7 
der 
ent 
hat 
ac- 
op. 
ind : 
‘is, 
isi- 
in 
ich 
for 
jon 
nd 
er- 
the 
ves . 
is 
or 
es- 
be 


360 


mathematics, to mention just two sub- 
jects, should be developed by much prac- 
tice that approximates business conditions 
as nearly as circumstances will permit. 
Skill in the arrangement of work done and 
neatness of paper work must not be over- 
looked. If, in addition to this, the student 
possesses the ability to speak and write 
good plain English clearly, the impression 
of skill given to his superiors is enhanced 
and his chances of promotion increased. 

7. A Final Objective. Is the student mak- 
ing of himself the type of man that the 
instructor would recommend as an em- 
ployee to a prospective employer? This is 
hardly a separate independent objective, 
but rather the culmination of all the others 
mentioned above. But the importance of 
this factor as a point of view for the in- 
structor must not, however, be overlooked. 

While the instructor has a primary duty 
to his students, it is equally true that he 
also has a duty to the college in which he is 
teaching. That duty consists principally in 
this, that he should not grant credit for a 
course to any student unless, in the in- 
structor’s judgment, the student appears 
to have the ability to use the material of 
that course in business and would as a 
future employee, or businessman, or pro- 
fessional accountant become a useful mem- 
ber of the community. The good of the 
college should rate equally with the good 
of the student. In the final analysis, this 
means that only those students should be 
permitted to graduate who, in the con- 
sensus of the instructors and officers of the 
college with whom the students have had 
contact, will reflect credit on the college, 
or at the very least (as a sort of minimum 
aim) will not reflect discredit on the college 
because they give evidence that they have 
been poorly trained. 

The instructor in a school of business 
also owes a duty to the business commu- 
nity in which his students will eventually 
seek employment. If the instructor has 
learned at first hand what the business 
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community wants and what it expects of 
its young men, he will have little difficulty 
in selecting for passing grades those of his 
students whose prospects for success ap- 
pear bright; in selecting for immediate 
assistance and perhaps for eventual pass- 
ing grades, other students who are lacking 
in some of the necessary characteristics 
and skills and assisting them in overcoming 
their weaknesses; and, finally, in refusing 
credit to those whom the instructor cannot 
in conscience recommend to any future 
employer. 

Furthermore, the instructor has a duty 
to his church, if he is teaching in a sec- 
tarian college; and to the nation and its 
Constitution, regardless of where he is 
teaching. This latter responsibility hardly 
needs any amplification, even if it were not 
beyond the scope of the present article. 

The instructor‘s estimate of his success 
in the education of those entrusted to his 
care should, of necessity, take all these 
things into consideration. At graduation a 
college student should be ready to take his 
place, albeit humbly, in the field of busi- 
ness. If he is ready to do so, and has com- 
pleted the residence and other require- 
ments of the college, he should receive his 
degree; if he is not ready, he should not be 
permitted to graduate, regardless of the 
number of lectures he may have attended 
or the courses he may have taken. The 
trustees and administrative officers of the 
school of business should insist that the 
conferring of a bachelor’s degree means 
that, in their opinion, the young man re- 
ceiving the degree is ready to do useful 
work in the field of business; and this 
opinion must be based largely, if not en- 
tirely, upon the consensus of the members 
of the faculty as expressed in their final 
grades for the various courses required for 
graduation. 

IV 

These grades or marks are intended to 
express the evaluation by the instructors 
of the students’ achievements. They are 
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usually expressed as a percentage, or in 
letter form; in the latter instance, “A” may 
be used for excellent, ““B” for good, etc. 
But this method of marking does not con- 
form to the methods used by the business 
world in rating men, and therefore should 
be abandoned in favor of a method more 
in conformity with that used in business. 
The percentage method of grading is par- 
ticularly weak. 

It should be borne in mind that these 
measures are not objective. By their very 
nature, they have no mathematical pre- 
cision; therefore, it is extremely unfor- 
tunate to give such a mark as 93 with its 
implications of mathematical precision, 
as though to say that 94 is too high and 
92 too low. The measure is really an evalu- 
ation of the attainments of the student as 
estimated by the instructor, and such 
exactness cannot be expected to be present 
in an estimate of this kind—an estimate 
that is based upon opinion and not upon 
an objective reality that can be mathe- 
matically measured. As a rule, instructors 
whose standards are relatively high will 
tend to give lower marks than those whose 


' standards are relatively low, and so the 


grades will vary widely for work of the 
same caliber. It is vital to the reputation 
of the college that the instructor set his 
ideals on as high a plane as possible. For- 
tunately this aim involves no difficulty be- 
cause, generally speaking, the more that is 
expected of the student, the more he will 
accomplish. The average young man has 
no respect for the easy school and even 
less respect for the degree that is easily 
obtained. 

The instructor may make an error in his 
evaluation of some student; but such an 
error should not be regarded too seriously. 
Not all the instructors will make the same 
error with respect to the same student. 
Moreover, it is the over-all opinion of all 
the instructors that the college authorities 
will take into account in awarding the 
degree. 


As a rule, too much emphasis in com- 
puting grades is placed upon the propor- 
tion of the subject matter of the course 
that the student is able to present to the 
instructor in recitation, class exercises, 
tests, and formal examinations. How long 
would a young man last in business, if, 
in making entries in a cash book or other 
book of original entry or in posting to 
ledgers, he made ten mistakes in every 
hundred entries? Is such a performance 
worth a grade of 90? How long would the 
young man last if he made only one mis- 
take in every hundred entries? Neither the 
one nor the other would be considered ac- 
ceptable performance; and, therefore, 
neither the one nor the other should be 
considered in any college exercise or test 
of similar nature as worthy of a passing 
grade. Considerably greater emphasis than 
is the apparent general practice should be 
placed upon accuracy. Accuracy should be 
regarded as essential and should be meas- 
ured in terms of ordinary good business . 
standards. In addition to the matter of 
accuracy work should be rejected unless it 
meets ordinary good business standards in 
the matter of arrangement and neatness. 
It should also be rejected if the English 
used therein is not easily understood, 
grammatically correct, and without errors 
of spelling. Serious consideration should 
be given to these matters and to all the 
other matters referred to above in measur- 
ing the success of the student and the 
quality of the work that he has done. 

Only three marks are needed for the 
purpose of this measurement—the three 
measures that are used by the average in- 
telligent businessman in rating his em- 
ployees. The first of these is “Excellent, 
or outstanding”; this rating is given to 
those employees who appear to have the 
necessary qualifications to make them 
worthy of promotion to more important 
work, worthy of training for a key position, 
and worthy of eventual promotion to a 
position as officer of the company (if a 
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corporation) or member of the firm (if a 
copartnership) ; these are the men the em- 
ployer is looking for when important posi- 
tions are to be filled. The second is “‘Satis- 
factory, or acceptable’’; the employer re- 
gards as satisfactory or acceptable those 
men who are accurate, careful, reliable, 
and generally useful; this rating may be 
given because the employer has made up 
his mind that the particular employee 
under consideration does not possess the 
qualifications necessary for more impor- 
tant work, or it may have been given be- 
cause the employer has not yet made up 
his mind whether the young man is or is 
not of the caliber (as far as such a thing 
can be anticipated) that would merit pro- 
motion. The important point here is that 
the employer does not particularly care so 
long as the employee continues to do work 
for which the employer is willing to pay. 
The young man in question may develop 
out of the merely satisfactory class into 
the outstanding class; he may, as the say- 
ing goes, “‘find himself’; but while he re- 
mains in the satisfactory class, the em- 
ployer is satisfied with him in his present 
position, is not seeking to promote him, 
and will not feel especially disturbed if he 
loses him. The third is ‘Failure, or rejec- 
tion”; this is the rating that would be 
given to the student whom the college 
cannot justifiably recommend to future 
prospective employers. 

Usually time is wasted in marking a 
man who has failed; it cannot conceivably 
make any difference whether the grade is 
20 or 55; it should be sufficient to indicate 
that he has failed. If, in the opinion of the 
instructor, the student has the material of 
which a potentially useful businessman 
could be made, provided certain faults 
were corrected, then the causes that led 
to his failure should be pointed out to him. 
If the student does not possess the ability 
to correct the conditions that led to his 
failure, then he does not possess the quali- 
ties necessary for success in business. If 
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he does possess the ability to correct these 
conditions, but wilfully refuses to comply 
with the program outlined by the instruc- 
tor for removing the mark of “Failure, or 
rejection,” that fact should be considered 
sufficient cause for giving the student a 
dishonorable discharge from the college, 
In the former instance, that is, if he at- 
tempts to comply but finds that he is un- 
able to do so, the college should ask him to 
withdraw, but the discharge should be an 
honorable discharge, since it is partly the 
fault of the college in not discovering the 
young man‘s limitations before permitting 
him to register. 

Very few cases of continued failure 
should occur, particularly after the college 
has made a thorough investigation of its 
students. If, in its investigation, careful 
consideration has been given to the stu- 
dent’s capacity for receiving business 
training, whatever cases of continued fail- 
ure occur would normally be expected to 
take place during the freshman year. Very 
few young men indeed will wilfully refuse 
to comply with suggestions of their in- 
structors for their improvement, and those 
who do will manifest that tendency early 
in their collegiate career, and should be 
eliminated promptly. In every instance of 
failure, unless followed by wilful non-com- 
pliance or by discovery by the college 
authorities of the inability to comply with 
the program for reinstatement, the mark 
of “Failure, or rejection” can be removed, 
since any young man of average intelli- 
gence who possesses the necessary apti- 
tudes and desires can be aided to become a 
useful member of the business community. 

The significance of these measures 
should lie in their indication of the extent 
to which the students have realized the 
aims of the courses for which the grades 
are given. If the student accomplishes 
these purposes, he is entitled to a mark of 
“Satisfactory, or acceptable”; if he has 
performed the work assigned in such a 
way as to mark him as an outstanding 
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young man, then that should be his rating; 
if he fails to fulfill the aims of the course, 
he should be rated as “Unsatisfactory,” 
with the attendant result of failure in the 
course unless and until the conditions that 
led to his failure are removed. 


case. In the matter of common sense and 
sound judgment, qualities without which 
success in business is very unlikely, if not 
entirely impossible, what should the in- 
structor expect? It is unfair to expect a 
young man to exercise sound judgment at 


PROGRESS CHART 


Name of Student 


Class 
Period Covered 


A. BUSINESS CONDUCT 
1. Attends strictly to business.................. 


(a) Shows improvement: Yes 


B. KNOWLEDGE OF AND RESPECT FOR BUSINESS ETHICS 


C. RESPECT FOR ACCURACY: 
1, Accuracy in ascertainment of facts............ 


2. Accuracy in expression of facts in words....... 


4. Mathematical accuracy in figure 


erage 
“© Shows improv 


D. COMMON SENSE AND SOUND JUDGMENT 
(d) Shows improvement: Yes No 


E. KNOWLEDGE OF THE SUBJECT MATTER OF THE COURSE 


F. SKILL IN THE USE OF THAT KNOWLEDGE 
. Acceptable from a business point of view 


(f) Shows improvement: Yes 


G. RECOMMENDED AS AN EMPLOYEE TO A PROSPECTIVE EMPLOYER?............ 
GENERAL AVERAGE (A, B, C, D, E, F, and G)..............cccceceeeesccsescees 


Note—For marks use the following: 
1, Excellent or outstanding 

2. Satisfactory or acceptable 

3. Unsatisfactory 


In the evaluation of those characteristics 
which are not properly the subject matter 
of any course, but in which training should 
none the less be provided and measured, 
the instructor faces his most serious prob- 
lem. How much should be expected of the 
student? Certainly not so much as would 
be expected of a mature man with business 
experience; but, just as certainly, much 
more should be expected than is often the 


all times; but he can and must be helped 
on his way. He needs guidance, and he is 
looking hungrily to his college and to his 
instructors for that guidance. Not only in 
the matter of common sense, but in all 
other matters that make for usefulness as 
an employee that guidance is equally im- 
portant. The experienced and sympathetic 
instructor will have no great difficulty in 
solving the problem, serious as it is. 
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To implement these suggestions, the 
preceding progress chart is offered as a 
basis for watching the progress of the stu- 
dent from week to week, or from month to 
month, or for shorter or longer periods. 

A mark of “1” for the average of the 
seven parts of the progress chart (or 
for the six parts if the instructor has 
had no opportunity for judgment of the 
student’s knowledge of and respect for 
business ethics) would really mark the 
outstanding student. A mark of “2” would 
mean that the work was satisfactory as a 
whole, but that for any part of the work. 


that was outstanding, there were unsatis- - 
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factory offsets that should be attacked and 
improved. A general average below “2” 
would indicate that there were several un- 
satisfactory conditions that would require 
correction before a passing mark would be 
earned. 

The college is merely the agent that 
brings the student and the instructor to- 
gether in order that both may accomplish 
the objectives that they have set or should 
have set for themselves. It is the college 
that establishes these objectives as a 
matter of college policy. The marks or 
grades given to the students should be 
measures of the proportionate success at- 
tained in reaching and achieving these 
objectives. 


PROFESSIONAL ACCOUNTANTS TODAY 


CARR 


RE has been a complete trans- 
| figuration of the accountant of yes- 
terday into the accountant of today. 
No longer are there day-books, bound 
ledgers, stereotyped forms, and reports 
and procedures. In their stead there has 
been substituted a streamlined system of 
well-defined, well-coordinated principles 
and practices as the foundation of the 
carefully studied technique used in our 
profession today. 

The present-day accountant does not 
spring, Athena-like, fully formed, from the 
brow of some commercial Zeus, but comes 
into being only after a painstaking and dili- 
gent acquisition of a fairly sound knowl- 
edge of business principles and practices. 
He must be capable, honest, and honor- 
able, for his entire stock in trade consists of 
his professional ability and his reputation 
for successful and honorable service in the 
past. His life is molded and designed to 
prepare him for occupational proficiency. 
Before he can attain this proficiency, he 
must devour a well-balanced and a well- 


integrated program which emphasizes ap- 
plied and practical knowledge in business 
training, together with the traditional 
academic background and respectability. 
This program was largely undertaken as a 
result of the increasing size and complexity 
of business organizations and the conse- 
quent specialization of the duties and re- 
sponsibilities of individuals. The account- 
ant is expected to share the social, moral, 
and economic responsibilities of those who 
have fostered the profession: that is, he is 
required to follow the code of ethics long 
the pride of his profession and equalled by 
few other professions; he must willingly 
reject stereotyped and dogmatic rules that 
can no longer be used expeditiously and 
must conform to those accepted principles 
and practices which were formulated to aid 
business; he must focus his attention to 4 
degree of dependability never before ex- 
perienced; he must reiterate the confidence 
in the principles of accounting evolved by 
the profession and the technique employed 
in giving effect to those principles; he must 
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exercise all effort toward learning the laws 
of the business world, the properties of the 
things he must work with, and the tech- 
niques for manipulating them; he must be 
practical-minded and therefore not to be 
thought of as one easily influenced by at- 
tractive but untested propositions in busi- 
ness affairs; he must build up good work 
habits; he must acquire sufficient general 
cultural background and training in more 
specialized cultural subjects which lead to 
the development of accounting techniques 
and which will give him a broad general 
background in business administration; he 
must be ready to study the various govern- 


_ mental war emergency plans which have 
' been so ingeniously conceived for the 


prosecution of the war effort and which 
have converted our country from a peace- 
time economy. Concurrently, I might add 
dozens of other qualifications which are 
demanded of the present-day accountant, 
but time forbids. 

As an accountant progresses in his pro- 
fession, from an unexperienced to an ex- 
perienced accountant, he becomes more 
fully aware of the vastness of the field of 


accountancy and the futility of hoping to 


understand it in detail. Yet, an accountant 
by his inborn nature is driven to know his 
place in the system of existing things, 
reasoning about and understanding, at 
least in general, the controlling procedures 
and practices that engender order in the 
apparent chaos of his profession. He knows 
that throughout the years there has been 
progressive change in the profession, and 
he does not stand in the way of progress 
and needed reform. He realizes the haz- 
ards that surround him and seeks an un- 
derstanding of those principles and prac- 
tices set by precedent. He knows that fun- 
damental principles, virtues, and traits of 
human nature change little from day to 
day; and as he accomplishes the daily 
tasks, he fully appreciates both the com- 
plexity and the possibility of added new 
phraseology or expressions of dubious 


meaning—this alone might foster an en- 
tirely new concept or a new application 
that might revolutionize the work of an 
entire decade. 

Accounting isnot a static thing; therefore, 
is it not logical that accounting principles 
which have evolved down through the years 
and which will continue to evolve with the 
current business requirements be flexible? 
The more recent changes in the fundamen- 
tal concepts of business and some of the 
developments therein are directly the re- 
sult of government supervision and con- 
trol. We all know that the violent fluctua- 
tions in economic affairs in the past ten 
years have necessitated restatements and 
refinements of those principles. But I 
doubt whether our profession can be regi- 
mented to accept certain standard princi- 
ples, other than those agreed upon by the 
profession as a whole, in lieu of those that 
have been previously weighed and found 
workable in actual practice. Who are more 
capable of formulating opinions, the 
various governmental agencies, lawyers, 
bankers, and credit men or the account- 
ants who actually perform the work? I am 
sure that you will agree with me that each 
and every one of us, not in the armed 
forces of our country, is doing his level 
best, sacrificing opportunities in order that 
he may contribute to the war effort and 
codperate with the various war emergency 
agencies. But take away our right to give 
“individual opinion” and you have wiped 
out our profession. We do not want stand- 
ard or stereotyped opinions. In this day 
and age, opinions are like children, always. 
changing, always growing. A change of 
circumstance often justifies a change of 
opinion, and it is no evidence of unsteadi- 
ness to change your opinion; it is more 
often proof of your integrity of purpose and 
of your intelligent thinking. Of course, 
opinions should be formed with great 
caution and changed with greater caution. 
We as professional and learned men should 
be able to iron out certain deficiencies or 


365 
ind 
‘9 
un- 
lire 
be 
hat 
to- 
ish 
uld 
“ge 
a 
or 
be 
at- 
ly 
at 
id 
d 
a 
e 
d 
t 


inconsistencies in time to come. Let us 
form our own opinions, for should we be 
regimented to formulate opinions, that 
would destroy an incentive to progress and 
certainly would be disastrous to the pro- 
fession as a whole. Opinions are individual 
convictions of truth and judgment, where- 
as facts are basic and are not formulated. 
Likewise, we cannot legislate opinions, and 
we cannot administer ideas without opin- 
ions. To the accountant an opinion is a 
simple guide that may be applied in the 
affairs of administering his duty as a 
professional man. We know from scientific 
studies that, under a set of given condi- 
tions, a ray of sunsine passed through a 
glass prism will always be broken into the 
same spectrum, or a straight stick standing 
in water will always appear crooked. By 
the telescope, the far is brought near; by 
the microscope, the small is made large; by 
the photographic plate, unseen light is 
made visible; by the well-tuned coil of wire, 
the wireless message is taken out of space; 
by the spectroscope, light is broken into 
its elements; and so on through almost the 
whole field of human endeavor. 

And so with the accountant. He formu- 
lates his opinions on a given set of condi- 
tions or facts existing at a given time. Then 
he prepares and renders an audit report 
which gives an impartial and comprehen- 
sive opinion of the financial operations to 
the client. To illustrate my point, let us 
compare an accountant’s balance-sheet 
audit report used during the early part of 
the twentieth century with the radical 
innovations of a present-day balance-sheet 
audit report. Formerly, an audit report 
consisted of a certificate, a balance sheet, 
and possibly a very condensed profit and 
loss statement. Each auditor had his own 
method of preparing his report. All reports 
were alike to the extent that in balance- 
sheet audits a balance sheet was sub- 
mitted. If the audit was a detailed audit, 
a profit and loss statement was also pre- 
pared. Comments, both specific and 
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general, were rarely embodied in the audit 
report. The content of an accountant’s 
certificate in the early part of the twen- 
tieth century read as follows: 

“We hereby certify that we have carefully 
examined the books of account of the XYZ 
Manufacturing Company of Louisiana and that 
the above balance sheet is a true, correct, and full 
statement of the condition of the business as of 
December 31, 19—, as disclosed by said books of 
accounts.” 

Signed 
Accountants, 


Today, the accountant’s audit report 
presents a clear, concise, correct, and com- 
plete picture or running story of a business. 
He prepares an audit program to fit the 
need of the particular audit, showing un- 
obtrusively whatever his past experience 
has taught him. In commenting on the 
accounts presented in a report, the present- 
day accountant exercises individual judg- 
ment, independence, and utmost discretion 
in ascertaining what should or should not 
be included in the report. He maintains a 
definite and commanding authority in 
expressing views, weighing one expression 
of opinion against another, with the ulti- 
mate end of attaining in substance and 
clarity that information which will be 
worthy and eminently fair to al] con- 
cerned. Following the letter of the report, 
the accountant will submit various state- 
ments and supporting schedules deemed 
appropriate for a balance-sheet audit re- 

rt. 
we will be noted, reports submitted in 
the early part of the twentieth century 
were meager and embodied both affirma- 
tion and opinion in brief and inadequate 
form, whereas the present-day balance- 
sheet report forcibly points out the limita- 
tions in the scope of the accountant’s 
examination. You may draw your own 
conclusion as to the relative merits of each. 
But, for the sake of argument, note that 
the old certificate states—“the above 
balance sheet is a true, correct, and full 
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statement of the condition of their busi- 
ness, etc.”” while today we use the expres- 
sion “fairly present.” I like the term 
“fairly present,” because it is an honest 
and informed judgment of the accountant 
regarding the financial position of the 
company. It does not mean absolute exact- 
ness, i.e., it does not guarantee true display 
of the financial condition, but it is merely 
a statement of opinion, not a statement of 
fact. Nevertheless, it does show the tre- 
mendous improvement in the use of proper 
terminology over that employed in the 
old form of certificate, even though it has 
been criticized as “ultraconservative.” 
We of the accounting profession are 
sometimes criticized for rendering annual 
audit reports as a means for bank credit 
extension or for the purpose of giving the 
management a “clearance” on the record- 
ing of the business transactions during the 
period under review. Sometimes there has 
been justification for this criticism, but I 
know that you will agree to the fact that 
there are far greater motives in the ac- 
countant’s rendering an audit report. 
The type and purpose of the audit will 
largely govern such criticism. No matter 
what type it is or for what purpose an 
audit is made, there are definite benefits 
and advantages which accrue to the client. 
The accountant is not employed as a de- 
tective nor as a special investigator unless 
his assignment calls for that type of serv- 
ice. He, nevertheless, is responsible for 
making reasonable efforts to detect evi- 
dence of fraud that might be revealed 
through proper internal and external test- 
checking. We are watchdogs, not blood- 
hounds. There is nothing wrong in the satis- 
faction we feel at a task well done, an 
undertaking brought to a successful con- 
clusion. Most of us fully appreciate the 
fact that there are times when we fall far 
short of what we might have accomplished. 
Nevertheless, to be satisfied over aims well 
attained is not vain glory, but merely a 
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sign that while we toiled we knew what our 
aims really were. Indeed, the countless 
errors we made while striving for the goal, 
the times we discarded what we had done 
and began all over again, will keep us, if we 
are sensible, truly humble; for if our mis- 
takes were exhibited with our product, 
people might marvel not so much at our 
accomplishments as at our clumsiness. A 
person who accomplishes a perfect thing 
is just as much surprised at his own success 
as those who behold it—perhaps more; for 
he knows the countless blunders he barely 
avoided or happily corrected, and they do 
not. When Thackeray threw down his pen 
after completing a passage in Vanity Fair 
with the words, “That’s genius,” he was 
but viewing objectively a masterpiece 
which he himself happened to have written. 

In conclusion, may I state that as pro- 
fessional men, we strive for the best in- 
terest of those whom we serve—the busi- 
nessman, the community, the city, the 
state, or the nation. Our progress will de- 
pend upon our own actions, convictions, 
and willingness to abide by the laws al- 
ready known to us. Those who refuse to 
accept truth, or to abide by the laws of the 
profession, will gradually take less and 
less part in its advance. Those who will 
continue to work unceasingly for the res- 
toration of confidence between business 
and government and those who are col- 
laborating, experimenting, and educating 
themselves to a fuller understanding of 
accountancy will contribute to the glory 
of our profession. Today, our accounting 
techniques and practices and research are 
in a repository stage, because the evolution 
of accounting has been made somewhat 
synthetic by war emergency measures and 
government regulations. When we have 
won this war, we shall again be able to re- 
sume research in accounting techniques 
and procedures which ultimately will reach 
the full enlightenment and destiny of our 
profession. 
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THE ACCOUNTING EXCHANGE 


A. C. LITTLETON 


The fact that the complicated business 
of making war can be epitomized for 
certain purposes into a few guiding princi- 
ples suggests that accounting also may 
rest upon certain “leading ideas” which we 
may call principles. 

The military strategist would not thumb 
through a pocket list to choose the princi- 
ple to be applied next to his situation. 
Neither would an accountant. Principles 
probably serve their purpose best after 
their essence and their interrelations have 
been made so thoroughly a part of a man’s 
thinking processes as to have been for- 
gotten as verbal propositions. 

In times like these, generalizations about 
the science of making war are interesting 
for their own sake to laymen. But they 
can be of more than passing interest to 
accountants because they illustrate so well 
the useful art of generalization. 

PRINCIPLES OF WAR. About a year ago a 
compact summary of the principles of war 
was published! in which two statements 
were made that, with the change of two 
words, might have been written by an 
accountant. “There is no occupation in 
which men engage that has not its basic 
principles. ... It is the combined use of 
all the principles in skilled coordination 
that makes for [military] success. It is the 
use of any one of them without due regard 
to the others which makes for [military] 
failure.” 

The nine principles stated by this mili- 
tary writer are briefly summarized here to 
give further emphasis to his thought that 
great significance is to be attached to the 
factor of interdependence. 

1. Principle of the Offensive. Break the 


1 Major Malcolm Wheeler-Nicholson, “Nine Princi- 
ples of War,” Harper’s Magazine, August, 1942. 


power and will of the enemy. This epitom- 
izes the direct purpose of military action. 
The second principle is closely related. 

2. Principle of Security. When attacking, 
protect the rear, the flanks, and the air 
overhead. Together these two principles 
lay the foundation. 

3. Principle of Economy of Force. Hold 
one opponent while defeating another; ex- 
pend minimum force on minor objectives 
in order to conserve maximum force for the 
main objective. This principle obviously 


is in amplification of the first two. It also’ 


reaches directly into the next. 

4. Principle of the Main Objective. 
Visualize interposed preliminary objec- 
tives in relation to the main objective; 
first objectives may be preliminary ones, 
such as the most dangerous opponent at 
the time, the easiest to reach, etc. But in 
order to give effective application to this 
principle it is necessary to call upon the 
next. 

5. Principle of Concentration of Force. 
Have superiority in men, and equipment at 
the point of contact; sacrifice minor ob- 
jectives if necessary to avoid dispersions of 
force. Certain other principles are called 
upon in order to be sure of concentrating 
forces in due time on the main objective 
without undue waste of power. These 
supplementary principles deal with co- 
dperation and unity. 

6. Principle of Coéperation. All branches 
of the services, and all aspects of home 
production as well, must help each other 
in all suitable ways. To do this requires a 
high degree of unity of purpose and unity 
of decision. 

7. Principle of Unity of Command. Swift 
decision after due consideration is a result 
of good organization and centralized 
authority. In order to offset the opponent’s 
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use of the principle of security, resort is 
made to surprise actions. 

8. Principle of Surprise. Strike where 
and when least expected. But to make this 
principle effective there must be adequate 
mobility. 

9. Principle of Mobility. Be always ready 
and able to move quickly and effectively. 

Without the facility indicated in the 
ninth principle, the basic principles of of- 
fense and security could not come into 
operation. Thus the circle of interrelation 
among the principles is completed. 

ACCOUNTING PRINCIPLES. The following 
experimental formulation of some of the 
principles which seem to underly account- 
ing practices is offered in the hope that 
they may encourage others to try their 
hand. Six principles are given. Are there 
more? Are there fewer? Can they be dif- 
ferently grouped? Is the phraseology 
faulty? Space in this column does not per- 
mit an elaboration of supporting explana- 
tions for these items. But space will be 
available in the Review for contributed 
articles in elaboration, or in criticism. 


First Formulation 


If we seek to reduce accounting to its 
simplest elements we could perhaps say 
that there are six, three of them being 
elements of accounting structure: (a) 
Transactions, (b) Accounts, (c) Reports. 
In searching for one principle to express 
the essence of each of these elements these 
names are suggested: 

a. Principle of Historical Cost 


b. Principle of Homogeneous Categories 
c. Principles of Interpretive Tabulations 


But there is more to accounting than 
structure. In addition to structure we may 
say that there are three basic accounting 
processes: (d) Bookkeeping, (e) Apportion- 
ing, (f) Auditing. In searching for one 
principle to express the essence of each 
process these names are suggested: 
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d. Principle of Analysis by Categories 
e. Principle of Periodic Deferment-accrual 
f. Principle of Critical Review 


To accompany the somewhat cryptic 
names, the following formulation of the 
related principles is attempted: 


a. The essential quantitative fact involved in 
accounting transactions is the money-price 
agreed upon by the parties. 

b. Data must be similar in nature in order to 
be classified into one account. 

c. The significance of classified data is more 
understandable if the facts are skillfully 
arranged into related groups. 

d. Transaction facts reach proper initial cate- 
gories on their way to accounting reports, 
only when they have been systematically 
analyzed according to their characteristics. 

e. The timing of the incidence of expense and 
the emergence of revenue often cannot be 
determined correctly when the originating 
transactions and the initial classification 
take place. 

f. A critical examination of accounting struc- 
tures and accounting processes by qualified 
persons increases the dependability of the 
classified data and the reliability of inter- 
pretations made from reports of these data. 


Second Formulation 


Another formulation of these six princi- 
ples may be made in order to state the 
same essential ideas more simply and with- 
out assigning names to each principle. This 
arrangement may appeal to some persons 
more than the first one. 


a. TRANSACTIONS need to be rendered into 
homogeneous terms. 

b. Reports furnish summarized quantitative 
information about transactions. 

c. Accounts link together the facts of trans- 
actions and the reported summaries of 
those facts. 

d. BOOKKEEPING provides mechanisms and 
rules for handling transactions. 

e. APPORTIONING provides careful periodic 
scrutiny and reallocation of the facts pre- 
viously classified. 

f. Auprrinc provides techniques for reviewing 
accounting methods and data. 
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Third Formulation 


Another approach would be to make the 
statement of each of the six principles more 
comprehensive and to cast each one in a 
form which would indicate the separate 
phrases in the statement that would need 
collateral explanation if space permitted. 


1. TRANSACTIONS 

. affecting a given enterprise 

. are rendered homogeneous 

. by being measured quantitatively 

at the closest approximation 

to the money-price agreed upon 

. by the two independent bargaining parties 
. at the time the transaction is effected. 


REPORTS 

. furnish quantitative information 

. about enterprise transactions 

. in compact, interpretive form, 

. so that those at interest may have factual 
data 

. looking toward the past (income state- 
ment) and toward the future (balance sheet) 

. in order to be able to rest decisions on quan- 

titative facts. 


UP WH 


. ACCOUNTS 

. connect transactions and reports 

. by serving as quasi-statistical devices 

. for collecting like data and separating un- 
like data, 

. so that masses of transaction facts can be 
simplified 

. into a few significant primary and second- 
ary categories 

. for presentation in reports. 


BOOKKEEPING, 

. in the system aspect of its processes, 

. provides convenient and efficient mechan- 
isms 

. for recording and marshalling transaction 
data 

. on their way toward accounting reports, 

. and, in the analytical aspects of its proc- 
esses, 

. provides rules to aid bookkeepers 

. in converting transaction data 

. into debits and credits of the established 

scheme of accounts. 


Coon 


. APPORTIONING, 

. asa part of the accounting process 

. of matching data about efforts made and 
results accomplished, 
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. provides for careful scrutiny to be given 
. to previously recorded transaction data 
. in order that the facts relevant to the cur- 
rent determination of periodic income and 
those relevant to future determinations of 
income 
7. shall be sharply distinguished in the current 
reports. 


1. AUDITING 

2. helps to give assurance that accounting data 

will be dependable 

3. by providing organized reviewing tech- 

niques 

4. for the use of technically trained individuals 

5. who will critically examine 

6. the suitability and effectiveness 

7. of the details of the accounting structures 

8. and who will critically judge the appropri- 

ateness 

9. of the actions taken in carrying on account- 

ing processes. 

The incompleteness of these tentative 
formulations will be obvious. That fact, 
among others, should stimulate discussion. 

EXAMINATION HOROSCOPE. An invita- 
tion is extended to men of imagination. In 
what direction would you like to see pro- 
fessional examinations develop? This is 
no call for second sight or skill in prophecy. 
Wishful thinking alone will be enough; it 
could be interesting and may even prove 
helpful. Some hitherto unknown faculty 
for invention may strike a spark. Are there 
any Rube Goldbergs for accountancy? 

By way of illustration, consider the fol- 
lowing elaboration of the thought that ad- 
mission to the profession of public ac- 
counting should rest upon a graded series 
of qualifying tests. 

In Great Britain for many years com- 
pletion of three examinations has been 
required of candidates: preliminary, in- 
termediate, final. This system seems well 
adapted to British conditions and is well 
liked. But that does not mean that the 
same system could be successfully dupli- 
cated here where conditions are different 
and other trends are already established. 
On the other hand, the basic intention of 
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the system—to test progressively the in- 
tellectual qualifications of professional 
aspirants—is so full of common sense that 
that basic idea at least could be adopted 
with benefit even under our differing con- 
ditions. 

In the United States a high school edu- 
cation has now come to be generally re- 
quired for admission to the CPA examina- 
tion; and graduation may be considered as 
evidence of qualifications equivalent to 
that provided by the British preliminary 
examination. There is no close equivalent 
in this country, however, to the British 
intermediate examination in either its 
purpose or its content. A CPA examination 
may be considered generally equivalent in 
purpose to the British final examination; 
but it is doubtful whether it is equivalent 
in content or in capacity to test the knowl- 
edge necessary for professional success. 

One could therefore very plausibly in- 
dulge in wishful thinking about interposing 
another hurdle between high school gradu- 
ation and the CPA examination. If one 
wishes still more room for the exercise of 
imagination, there is speculation about 
ways of developing the content of CPA 
examinations into a more thoroughgoing 
test of professional qualifications. 

Since formal education on several levels 
is widespread in this country, the natural 
educational approach to our professional 
(final) examinations would be graduation 
from formal educational programs rather 
than the passing of antecedent examina- 
tions. With us, preliminary and inter- 
mediate examinations should then be the 
exception rather than the rule. They would 
be made available for the few who follow 
the long road of securing the necessary 
education informally or by after-hours 
study. Thus the doors to the professional 
examination would not be closed to really 
capable men if they made good a lack of 
formal preparation. 

The first educationai hurdle to be stated 
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in CPA laws therefore should be a require- 
ment that the candidate be a graduate of 
a four-year high school. As a substitute, it 
could be stated that applicants who could 
not meet this standard would be accepted 
if they passed the entrance examinations 
given by any four-year college authorized 
to give a bachelor’s degree. 

INTERMEDIATE EXAMINATIONS. The sec- 
ond educational hurdle to be stated in 
CPA laws should require: (1) graduation 
with a degree from a college program that 
included among other subjects at least 
twenty semester hours of accountancy and 
twelve of closely allied subjects (such as 
economics, finance, business administra- 
tion, commercial law, etc.), and (2) a 
grade-average in that program which was, 
in the opinion of the authorities of the 
college in question, at least 25 per cent 
above the minimum required for gradua- 
tion. 

Two substitutes should be made avail- 
able for applicants who could not meet this 
standard. The first substitute could be a 
degree with a similar grade-average in a 
program that did not include accountancy 
and commerce courses, provided that such 
general education had later been supple- 
mented by at least thirty-two semester 
hours of courses of college grade in ac- 
countancy and closely allied subjects as 
above. The second substitute could be a 
“CPA Admission Examination” for those 
who could not satisfy the second educa- 
tional standard or its first substitute. 

Admission to this qualifying examina- 
tion would be extended: (1) to those who 
had more than two years of college work 
but less than the amount required for a 
bachelor’s degree; (2) to those whose 
grade-average was lower than the standard 
stated above in the second educational 
hurdle; (3) to those whose bachelor’s de- 
gree in general subjects had not been sup- 
plemented by enough accredited courses 
in accountancy and allied subjects to quali- 
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fy them under the first substitute above; 
and (4) to those who had less than two 
years of college work, provided these ap- 
plicants had had six years of business ex- 
perience. 

When psychological tests of aptitude for 
professional public accounting work have 
reached a satisfactory stage of develop- 
ment, they might also be given at this 
point to furnish supplementary evidence 
of desirable qualifications. 

This CPA Admission examination would 
preferably be a three-day session using 
about six different papers on subject mat- 
ter generally included in the junior and 
senior years of a college of commerce or 
school of business which offers an account- 
ing major. As an example of possible sub- 
division, the examination might require 
three-hour papers in the following sub- 
jects: 

. General and Cost Accounting 

. Auditing and Income Tax 

. Commercial Law 

. Business Administration (financial manage- 
ment; production management; marketing 
management) 

5. Finance (money, credit and banking; public 

finance; taxation) 
6. Economics (general economic theory) 
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Such examinations should be nation- 
wide and perhaps would best be given on 
the same date at a number of universities. 
The questions should be prepared by a 
joint committee consisting of several mem- 
bers of the American Institute of Account- 
ants and several members of the American 
Accounting Association, representing the 
accounting teachers. The grading of the 
papers probably should be entrusted to 
college of commerce teachers in local com- 
mittees integrated with the CPA examin- 
ing boards of the several states. 

FINAL PROFESSIONAL EXAMINATIONS. If 
provisions like those outlined were in effect 
for intermediate testing, the CPA exami- 
nation itself could be redesigned to become 
an improved test of professional qualifica- 
tions. 


There should be two avenues of entrance 
to this examination: (1) satisfaction of one 
of the methods presented above; (2) ten 
years of satisfactory public accounting ex- 
perience as attested either by letters of 
assurance of satisfactory service in the 
offices of certified public accountants 
and/or by letters of assurance of satis- 
factory service from ten clients of an ap- 
plicant who had been in public service on 
his own account. 

In organization of subject matter this 
professional examination should break 
with the precedents of half a century of 
CPA examinations. Its questions and prob- 
lems should be grouped along functional 
lines. This would amount to the subdivi- 
sion of testing materials into numerous 
topical papers. Each topic would soon 
come to be recognized (i) as testing a 
specific area of accounting knowledge, (2) 
as providing an opportunity to demon- 
strate specific types of technical skills, or 
(3) as giving occasion for expressing per- 
sonal judgments on professional matters. 

The following topics are offered to indi- 
cate the possibilities of using this method 
of exploring a candidate’s preparation. An 
examination extending over three days 
could provide possibly six sessions of four 
hours each. But a dozen testing areas are 
listed below. To include them all and to 
give each one equal weight would limit 
the time to two hours for writing each 
paper. Probably that time would usually 
be sufficient. But enough flexibility should 
be permitted in constructing the examina- 
tion to permit three-hour papers and one- 
hour papers to be given at times in certain 
topics. Some topics could occasionally be 
omitted, provided this practice was not re- 
peated in such a manner as to change the 
general pattern of the test. 


TOPICAL AREAS FOR TESTING 


Systems and Administrative Accounting 
Problems of Income Taxation 
Theory Aspects of Income Determination 
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Valuation Theory and Application 

Requirements of Regulatory Bodies 

Financial Statement Preparation 

Verification Procedures 

Alternative Practices in Accounting and Au- 

diting 

Standards of Internal Control and Audit 

Analytical Techniques and Interpretive Prob- 

lems 

Professional Ideals and Responsibilities 

Technical Writing 

Obviously this is not the last word in ar- 
ranging a topical subdivision for three-day 
professional examinations. It will be in- 
teresting to see what suggestions others 
may have in this connection. This is wish- 
ful thinking, remember, rather than 
specific proposals for current state legisla- 
tion. 

By wishful thinking we can see how 
things might look if we took a fresh start. 
Examiners have certain definable objec- 
tives; traditional ways are not necessarily 
best ways of meeting the objectives. Ex- 
aminations are not satisfactory if they are 
designed and graded mainly for “knocking 
off” a great many candidates. They are 
made up satisfactorily only when their 
content over a period of time epitomizes 
the knowledge and skills that actually 
form an essential part of the work of pro- 
fessional accountants. If installment liqui- 
dation of partnership affairs, for example, 
is today an infinitesimal part of profes- 
sional accountants’ practice, it is difficult 
to justify long problems on that subject in 
present-day examinations. On the other 
hand, if a part of nearly every day’s work 
consists of technical writing wherein words 
and phrases have to be carefully weighed, 
it is highly illogical not to test the candi- 
date in this skill. 

In a sense this outline is another ap- 
proach to the idea of a planned examina- 
tion. It carries the implications that the 
starting point for professional examina- 


tions is not the years of experience of the 
applicant or the ingenuity of the examiner 
in baffling the candidate. The starting 
point for preparing examinations is a 
broad and comprehensive view of the 
qualities and knowledge a professsional 
man should possess, and a lively realization 
of the current status of educational de- 
velopment. The examination should be 
consciously designed to test the candidates 
accordingly. The ideal is not how difficult, 
but how revealing, the test will be. 

One may be led to wonder, amid the 
pressures arising in the present war effort, 
whether the profession might not be better 
off today if in the past twenty years about 
twenty per cent more men had been passed 
through the CPA examination to enrich 
their demonstrated foundation of knowl- 
edge and skill through subsequent experi- 
ence. Wherein would the profession have 
suffered if this had been done? One may 
wonder, too, whether continued testing 
along established lines, and at the estab- 
lished rates of mortality, may not react 
unfavorably upon the profession in the 
next twenty years when the social responsi- 
bilities of public accountants have greatly 
increased. 

If professional examinations have to 
serve not only as a technical test but as a 
screening test as well, the proportion of 
failures is sure to be high and many men 
of promise are likely to be lost whom 
other methods might have salvaged. A 
good deal of “screening’’ should precede 
the professional tests rather than consti- 
tute a part of them. And there should be 
a high degree of correlation between pro- 
fessional examinations and professional 
education—each one influencing the other, 
each one being conducted with conscious 
consideration of the other. 

Does anyone wish to indulge in further 
wishful thinking about examinations? 
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PROFESSIONAL EXAMINATIONS 
A Department for Students of Accounting 


Henry T. CHAMBERLAIN 


FOLLOWING problems are the sec- 
ond half of the May, 1943 C.P.A. 
Examination in accounting practice 
prepared by the Board of Examiners of the 
American Institute of Accountants. The 
candidate was allowed four and a half 
hours to solve all problems. The problems 
were weighted as follows: problem 1, 12 
points; problem 2, 22 points; problem 3, 
16 points. 
A suggested time schedule is given be- 
low: 


Problem 1 45 minutes 

Problem 2 90 minutes 

Problem 3 90 minutes 
No. 1 


The manager of a summer resort hotel 
noticed after a few months’ operations that 
the receipts of the cigar counter had been 
less than those in corresponding periods of 
previous seasons. The receipts from other 
hotel activities had not decreased, and he 
asked his auditor to investigate. 

It was found that 
(1) Four office employees were allowed to 

serve customers at the counter. 

(2) All sales are at the established unit 
selling prices. 

(3) All cash in excess of a ten-dollar 
change fund, representing the day’s 
receipts, was to be deposited with the 
cashier at the close of each day. 

(4) No stocks had been carried over at the 
counter from the previous season. 

(5) Cigars and cigarettes were added to 
the counter from the general store- 
room in full boxes and cartons as 
needed. 

(6) No inventory records were kept at the 
counter. 


(7) The cashier’s record showed $576.95 
received up to date of examination. 
An inventory was taken under supervi- 
sion of the auditer and he thereupon pre- 
pared the following statement: 


: Boxes of 50 Cigars 
Cartons of 10 packages Cigarettes 
ost 
Inventory r 
bos 
selling ‘lock Boxes Single or 
price and  cigarsand carton 
cartons packages 
Ci 
S56 10 boxes 3 25 $9.00 
2/25¢ 20 boxes 4 10 4.50 
- 10¢ 30 boxes 6 40 3.75 
igarettes 
20¢ 25 cartons 4 6 1.50 
15¢ 300 cartons 77 5 1.20 


From the foregoing data prepare: 

(a) A summary of cigar-counter transac- 
tions, also showing amount of shortage. 

(b) Recommendations for maintaining 
adequate internal check and general- 
ledger accounting control. 


No. 2 


From the following audited balance- 
sheet, statement of profit and loss, and 
summaries of ledger accounts of Brown 
Electric Company prepare: 

(a) Statement of receipts and disburse- 
ments, in as much summarized de- 
tail as the available information 
permits. 

(b) Condensed statement of application 
of funds, showing how the decrease 
in the net current and working 
assets came about, without unduly 
repeating details shown in the 
balance-sheets, statement of profit 
and loss, and statement of receipts 
and disbursements. 
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Deduct—Current liabilities 


-term liabilities 


Earned surplus 


Balance of 1942 profit (see below). 
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$ 114,225.53 


$ 485,450.90 


$ 344,778.20 


$ 292,474.62 


$ 599,153.03 
123,461.51 


$1,042 ,214.46 
178,740.13 


$ 475,691.52 


$ 863,474.33 


$ 820,469.72 


$ 115,000.00 
100 ,000.00 


$1, 155,948.95 


$ 215,000.00 


$ 500,000.00 
12,000.00 


$ 117,469.72 


$ 820,469.72 


BALANCE-SHEETS 
December 31 
1941 1942 
Net Assets 
$ 242,736.64 $ 338,665.34 
8,650.42 16,881.22 
$ 234,086.22 $ 321,784.12 
a $ 122,463.71 $ 328,668.99 
$ 97,463.71 $ 288,668.99 
3,700.00 
$ 2,000.00 $ 80,500.00 
$ 50,000.00 
$ 38,740.93 82,682.16 
40,531.43 50,374.88 
18,010.12 21,463.03 
2,875.00 
3,500.00 17,500.00 
10,568.05 263,430.83 
e- Capital | 
1d 
$450,000.00 
ital stock—10,000 sharés of $50... $ 500,000.00 
18,500.00 
$ 488,000.00 $ 481,500.00 
155,454.23 
ly $ 272,923.95 
48,475.00 
he 
fit $ 224,448.95 
ts $1, 155,948.95 
4 ~ 
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STATEMENT OF PRroFit AND Loss 
Year Ended December 31, 1942 


Deduct— 
Deduct— 
Provision for federal income and profits taxes...................000eeee 263 ,430.83 
Balance transferred to earned surplus....................0.0ee0e0e $ 155,454.23 
Reserve for Bad Debts 
Dr. Cr. 
Uncollectible 1941 accounts written off................00cceceeeeeeeeeees $ 7,270.00 
rovision for 1942, c ,000. 
Uncollectible 1942 accounts written =... 1,504.20 
$ 25,655.42 $ 25,655.42 
RESERVE FOR INVENTORY Prick DECLINE 
r. 
Write-down of inventory during 1942. 15,000.00 
Balance transferred to general expense. 10,000.00 
Provision at Dec. 31, 1942, charged to general expense.................... $ 40,000.00 
INDUSTRIAL Bonps 
Balance at beginning, 2,000 bonds $ 2700.00 oe 
Purchase of $80,000 bond (market value $80,500)...................0005. $ 84,200.00 
PLANT AND EQuIPMENT ia a 
r. 
Balance at beginning (cost to date)..................cccecceeeeceeees .... $ 599,153.03 $ 
Cost of equipment sold in 1942 for 130 sh. of cap. stock. .................. 7,962.31 
$1,050,176.77 $1,050,176.77 
RESERVE FOR DEPRECIATION 
Dr. Cr. 
Provision for 1942 c 56, 740.93 
Cost of equipment sold in 1943 ($7, 962.31) less par value of 130 sh. cap. stock 
$ 180,202.44 $ 180,202.44 
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5% Bonps PayaBte 1950 
(Interest payable January and July 1st) 


RFC 34% Loan 
(Interest payable annually on January Ist) 


Balance at beginning 


Balance at end, payable in ELVES SS 1943. $ 


Account 


une 30, 1942 dividend—9,760 shares at $2.50......... 
ber 31, 1942, dividend—9,630 shares at $2.50.... 


No. 3 


The Union Solvents Company produces 
ethyl alcohol from molasses bought in the 
West Indies by a totally owned subsidiary, 
the West Indies Molasses Company. The 
latter contracts for the output of various 
sugar companies on a crop basis, sells part 
of it in the islands at a small profit, and the 
remainder to the alcohol company at net 
cost, settlement being made at the close 


. of the year. 


The molasses is held in storage until 
transported, in tankers owned by the 


~ molasses company, directly to the alcohol 


company’s plant in the United States. 

The molasses company contracted for 
the 1941 and 1942 crops and molasses at 
4 cents per gallon of 50% sugar content, 
the purchase price to be adjusted on that 
basis 


The following operating data are given: 


Molasses Sugar 
1,000 comh- 
tent 
West Indies inventory, December 31, 
Receipts of 1941 crop in 1942....... 2,400 


Receipts of 1942 crop.............. 240,000 52% 
West Indies, on 
the basis of $7.33 per 1,000 Ibs. of 

fo Sugar content.............. 96,000 52% 
ba Indies inventory, December 31, 


Shrinkage en route from West Indies 
to the alcohol company’s plant in 
the United States............... 

Sugar content of molasses delivered at 
alcohol — plant in the 


50% 
United States inven tory December 

31, 1941, valued at $776,318...... 14,400 49% 
United States inventory, 


Sundry income in West Indies— 
Net proceeds from sales of supplies. $ 96,384 
— from cargo carried on ves- 


Cost of operating vessels........... A 
expenses in West Indies..... "715,406 


United States expenses incident to the 
purchase of molasses in West Indies 172,786 


12 pounds 


Prepare statements showing the cost of 
molasses (a) delivered at the alcohol com- 
pany’s plant and (b) used in the produc- 
tion of alcohol. Show unit costs per 1,000 
gallons of molasses and 1,000 pounds of 
sugar content. 
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Dr. Cr. 
Redeemed July 1, 1942 at 105 ($5,750 premium charged to general expense)... . 115,000.00 
Cr. 
400,000.00 
Dr. Cr. 
24,075.00 
48,475.00 
42 
w 
00 
2 
6,000 
00 
—= == 
46 
51 
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Solution to Problem 1 
(a) 
X HOTEL 
Summary of Cigar Counter Transactions 
Date to Date 
Unit Received Total 
Inventory Sales 
selling selling Units Selling Price Units Dollars 
Cigars: $.25 500 cigars $125.00 175 cigars $ 43.75 325  $ 81.25 
2for .25 1,000 cigars 125.00 210 cigars 26.25 790 98.75 
"10 —-1,500 cigars 150.00 340 cigars 34.00 1,160 116.00 
Cigarettes: 20 250 pkgs. 50.00 46 pkgs. 9.20 204 40.80 
15 3,000 pkgs. 450.00 775 pkgs. 116.25 2,225 333.75 
$670.55 
Turned over to cashier 576.95 
Shortage $ 93.60 
(b) relief clerk. The sheet should 


1. Only one employee at a time should 
serve customers, and this employee should 
account for goods received and disposed of 
daily during his period of duty. 

2. A form with the following columns 
should be prepared daily by each em- 
ployee: 


Column 1 Inventory at beginning of 
day at retail. 

Column 2 Receipts from stockroom at 
retail. 

Column 3 Cash 

Column 4 Total of columns 1, 2 and 3 
representing total goods and 
cash for which accounting is 
to be made. 

Column 5 Inventory at end of day at 
retail. 

Column 6 Cash on hand. 

Column 7 Total of columns 5 and 6 
should equal column 4. 

Column 8 Cash turned over to hotel 
cashier (the sheet should be 
signed by the cashier for this 
item.) 

Column 9 Balance (column 7 minus col- 
umn 8) representing cash and 
merchandise turned over to 


be signed by the relief clerk 
for this item. 

3. The form prepared above should be 
prepared in duplicate, one copy being re- 
tained by the clerk and the second copy 
being turned over to the bookkeeper. 

4, The goods coming in to the stock- 
room should be under the control of the 
hotel manager or some other employee and 
only that person should have access to the 
storeroom stock. Issues of goods to the 
counter should be covered by a requisition, 
one copy of which should go to the book- 
keeper. 

5. When goods are purchased, they 
should be charged to the storeroom inven- 
tory. The ledger sheet might be ruled to 
show cost and retail values. Issues of goods 
should be credited to the stockroom inven- 
tory at cost and retail values. The offset- 
ting charge would be to cost of sales. 

6. When goods are received by the 
counter, an entry should be made charging 
the counter at retail and crediting sales. 

7. Cash advanced to the counter should 
be charged to the counter. Cash turned 
over by the counter should be credited to 
the counter. 

8. At the end of any period the inven- 
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tory at the counter at cost should be = 9. The storeroom and counter invento- 
charged to an inventory account and ries should be taken or supervised by 
credited to cost of sales. Likewise the in- someone other than the persons respon- 
yentory at retail should be charged to sales sible for these inventories. 

and credited to the counter. 


Solution to Problem 2 


ars 
5 Receipts from Customers 
80 / $8,783 408.95 
95 $8,435 ,969.41 
0 Collection of accounts previously written off. .....................00e00e- 2,005.00 
7 Payments to Merchandise Creditors 
Purchases: 
oPY $6,982, 585.39 
$6 898,862.61 
an 
the Payments to merchandise creditors. $6,816, 180.45 
bes Payments for General Expenses 
Provision for decline in bond investments. .....................2005 3,700.00 
they Provision for edd 15,000.00 
$1, 269,467.01 
oods Baga: Accounts payable 12/31/41 $ 40,531.43 
ven- rom reserve for inventory 10,000.00 50,531.43 
the 
ging Brown Electric Company 
25, Statement of Cash Receipts and Disbursements 
ould 1942 to December 31, 1942 


$8 839,974.41 


ed From $8 437,974.41 
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Disbursements 
Excess of disbursements over receipts......................0.eececeeeees $ 38,481.39 
P 
Cc 
Brown Electric Company U 
Statement of Application of Funds 
January 1, 1942 to December 31, 1942 L 
Current and working assets were — as follows: 
Net income (per statement of profit and loss).......................0.. $155,454.23 
U 
Less current portion payable shown as a current liability................ 50,000.00 350,000.00 
Total current and worliing .. $567 ,945.16 
Current and working assets were applied thus: 
Decrease in net current and working assels..... $ 52,303.58 
Solution to Problem 3 
Summary oF Costs 
Unit 
Molasses Sugar Content Cost per 
1,000 gals. 1,000 lbs. %  1,000lbs Cost Gailon 
West Indies inventory, December 31, 1941.. 43,200 518,400 51 264,384 $ 1,762,560.00 .0408 
Receipts of 1941 crop in 1942............. 2,400 28,800 50 14,400 ,000.00 .04 
Receipts of 1942 crop.................... 240,000 2,880,000 52 1,497,600  9,984,000.00 .0416 
285,600 3,427,200 1,776,384 $11,842,560.00 
96,000 1,152,000 52 599,040 3,993,600.00 .0416 
Available for shipment................... 189,600 2,275,200 1,177,344 $ 7,848,960.00 
West Indies inventory, December 31, 1941... 33,600 403,200 52 209 , 664 1,397,760.00 .0416 
156,000 1,872,000 967,680 $ 6,451,200.00 
Sales in West Indies (599,040 X$7.33})..... $4,392 ,960.00 
Cost of sales in West Indies.............. 3,993 , 600.00 
Gross profit on sales in West Indies........ $ 399,360.00 
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Cost of Molasses Used in Production 
S Content 
,000 lbs. 1,000 lbs. Cost 
United States inventory, December 31, 1941 14, 800 84,672 $ 776,318.00 
Received from West 150,000 1,800, 50 900,000 8,844,888.00 
164,400 1,972,800 984,672 $9,621,206.00 
United treat inventory, December 31,1942. 4,400 52,800 50 26,400 259,450.00 
160,000 1,920,000 958,272 $9,361,756.00 
Cost per 1,000 gallons of molasses......... $58 .51098 
Cost per 1,000 pounds of sugar............ $ 9.76941 
Cost of Molasses Delivered to Union Solvents Company 
Purchase pride to Weat Indies Company... $6,451 ,200.00 
United States expenses incident to purchase of molasses. .................ccceeeeeeeeeeees 172,786.00 ° 
Net proceeds from sales of supplies..................00eecceeeeeeeee 96,384.00 
Revenue from cargo carried on vessels.......... s 220,000.00 715,744.00 
Net cost of goods delivered to alcohol plant... $8, 844,888.00 
Unit cost per 1,000 gallons ($8,844 888.004 156,000 less 6,000)... $58 .96592 
Unit cost per 1 000 pounds of sugar: 
1,000 units of molasses delivered 1,800,000 
+900,000= $9.82765 cost per 1,000 pounds of sugar 


on The sale of molasses in the West Indies is interpreted to mean that the was $7 1,000 pounds of 
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ASSOCIATION REPORTS 


REPRESENTATIVE COLLEGE PROGRAMS 


It may be helpful to public accountants and 
others who give employment to college graduates 
having a major in accounting, if an attempt is 
made to outline in simple terms a number of 
sample educational programs which actual stu- 
dents have followed. 

It is not easy for a layman to find his way un- 
derstandingly through the details of a ‘transcript 
of record” from a college registrar’s office and 
emerge with a clear conception of the content of 
the student’s education. It is even more difficult 
to consult a college catalogue and figure out a 
program that might represent the educational 
content of an accounting student’s four years in 
that college. Not only are there considerable varia- 
tions between schools as to the number and kind 
of required and elective courses, but within a 
given school a good deal of flexibility as to specific 
courses is provided, even though a specified frame 
work encloses the whole. 

In order to cut through confusing details of 
possible variations, a single program is given be- 
low for any one school. The programs of other 
accounting majors in the same school would be 
different in some particulars but not many. Each 


electives that may be considered characteristic 
of the school. Each program is real. An actual 
student took the work as outlined and was 
graduated with a bachelor’s degree in accountancy 
either in 1941 or 1942. No attempt has been made 
to have the programs try to express an ‘‘average” 
or an ideal, or to represent a random sample. 

No distinction is made in the presentation be- 
tween required courses and electives. Details as 
to semester hour credits for calculating gradua- 
tion requirements are also omitted for simplicity. 
Relatively few courses carry less than 3 semester 
hours of credit and relatively few carry as many 
as 5 hours credit. Omitted too are the courses in 
hygiene, physical education, and military drill or 
tactics that are required in many schools. 

Programs from other schools will be similarly 
presented when available and as space permits. 
It is hoped that schoolmen will not wait to be 
solicited personally for this sort of material. The 
whole series, when completed, should be as in- 
clusive as possible. All schools which offer an 
accounting major for a degree are requested to 
send in a representative program set up in the 
form shown. 


example is a representative program in that it A. C. LitTLeTon 
expresses a sequence of courses and a choice of 
UNIVERSITY OF ALABAMA 
First Semester Second Semester 
Introduction to Business English Co ition 
nglish Composition ccounting 
Elementary Spanish Mathoonnties of Finance 
Third Semester Fourth Semester 
Elementary Principles of Accounting American Government 
Principles of Economics Intermediate Commercial Spanish 
Business Correspondence — Principles of Accounting 
American Government € i 
Intermediate Commercial Spanish American Literature 
Fifth Semester Remaster 
Business Law 
Cost Accounting Advanced Accounting Problems 
Business Law Auditing 
Money and Banking Labor Problems 
Public Finance ‘Transportation 
Introduction to Business Statistics 
Eighth Semester 
Seventh Semester Accounting Systems 
Income Tax Procedure Municipal’ Accounting 
Accounting Theory Accounting Seminar 
Accounting Advanced Auditing 
Corporation Finance CPA Law Review 
Investments 


Business Concentration 
Business tion 
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Association Reports (Representative College Programs) 


UNIVERSITY OF BUFFALO 


First Semester 
Principles of Accounting 
Elementary Analysis of Statistical Data 
Business Mathematics 
Introduction to Economics 
English Composition and Literature 
Introduction to Psychology 
Lectures by Businessmen 


Third Semester 
Business Law 
Intermediate Accounting 
Cost Accounting 
Economics of Value and Distribution 
English Composition and Literature 
Public Speaking 
Philosophy (Logic) 
Lectures by Businessmen 


Fifth Semester 
Business Statistics 
Marketing 
Federal nA State Tax Accounting 
Mechanical Drawing 
New Points of View in American History 
Advanced Accounting 
Lectures by Businessmen 


Seventh Semester 
Economic Theory 
Management Problems 
Corporation Finance 
Auditing 
Business Law 
Lectures by Businessmen 


First Semester 


Psychology 

College Algebra 
General Botany 

Princi “ of Economics 


Reading and Composition 


Third Semester 
Astronomy 


try 
Elements of Public Speaking 
Principles of 
Accounting Laboratory 


Fifth Semester 
American Government 
Elements of Marketing 
Business Law 
Business Statistics 
Advanced Accounting 


Seventh Semester 
Principles of Insurance 
Personnel Management 
Advertising and Selling Psychology 
Business Psychology 
Theory of Business 


Cost Accounting 


ome! 
New Points of View in American History 
Advanced Accounting 
Lectures by Businessmen 
Eighth Semester 
Public Finance and Taxation 
— 
u 
Law 
Lectures by Businessmen 


Fourth 


383 
Second Semester 
Principles of Accounti 
Elementary Analysis of Statistical Data 
Introduction to Economics 
English Composition and Literature 
3 Introduction to Psychology 
y Lectures by Businessmen 
le Fourth Semester 
” Business Law 
Intermediate Accounting 
Cost Accounting 
Business Letters and Writing 
AS Compositioa Literature 
Philosophy (Losi 
y. y (Logic) 
Businessmen 
or Business Statistics 
ly 
be 
he 
an 
to 
he 
UNIVERSITY OF CALIFORNIA, Los ANGELES 
Second Semester 
Psycho! 
Principles of Economics 
General Botany 
American Government 
Principles of Accounting 
Accounting Laboratory 
Deductive Logic 
‘Automobile Problems 
i General Physics 
Sixth Semester 
Advanced Accounting 
Business Law 
Business n 
Money and Banking 
Social 1 Foundations of Education 
Eighth Semester 
Finance 
A 
Federal Tax Accounting 
General Physics 


The Accounting Renew 


UNIVERSITY OF ILLINOIS 
First Semester Second Semester 
Principles of Accounting Accounting Procedure 
College Algebra Introduction to Business 
Rhetoric Rhetoric 
Economic History of the United States Chemistry 
Third Semester Fourth Semester 
Elementary Cost Accounting Intermediate Accounting 
Principles of Economics Elements of Statistics 
Speech English Literature 
English Literature Business Letters 
American Government 
Fifth Semester 
Advanced Accounting : Sixth Semester 
Advanced Cost on ries tal A ting 
Industrial O: ization and Management ernmen ccoun 
American History Marketing a and Operation 
Money, Credit, and Banking _— inance 
Introduction to Psychology Bighth S 
Seventh Semester CPA Problems 
Budgets and Accounting Control Income Tax Procedure 
CPA Problems Accounting Systems 
Special T: of Business Writing Business Law 
Business cor Quartermaster Corps Operations 
Industrial Conditions Sociology of the Family 
INDIANA UNIVERSITY 
First Semester Second Semester 
Introduction to Business Economic 
Introduction to Accounting Introduction to Accounting 
English Composition English Composition 
Business Geograph Introductory Psychology 
Freshman English Literature Freshman English Literature 
Third Semester Fourth Semester 
Intermediate Accounting Intermediate Accounting 
English Composition Public Speaking 
American Government American Government 
Principles of Economics Principles of Economics 
Algebra Social Problems 
Foreign Government Trigonometry 
Fifth Semester Sixth Semester 
Introduction to Money and Banking Corporation Finance 
Principles of Marketing Business Law 
Cost Accounting Advanced Cost Accounting 
Auditing Fund Accounting 
Principles of Management Advanced Auditing 
Seventh Semester Eighth Semester 
Income and Social Security Tax Accounting Systems 
Advanced Accounting Problems Budgeting 
Business Law Income and Social Security Tax 
Business and Economic Statistics Business Law 


Principles of Investment 


Personal Adjustment to Business 


} 
| 
; 
‘ 
q 
= 
{ 
i 
1 
4 
| 
5 


Association Reports (Representative College Programs) 


UNIVERSITY OF KANSAS 


First Semester 


Rhetoric 
Literature 


College Algebra 


Third Semester 
Analytical Geometry 


Mathematical Theory of Investments 


Accounting 
Economic History 
General Psychology 


Fifth Semester 
Principles of Speech 
Elementary Statistics 
Corporation Finance 
Valuation Accounting 
Business Correspondence 
Cost Accounting 


Seventh Semester 
Audi 


ting 
and Banking 
Business Law 
Tax Accounting 
Purchasi 


ing 
International Relations 


First Semester 
English Composition 
Economic History of Europe 


Third Semester 
Principles of Economics 
Plane Trigonometry 
American Government 
Introduction to Physics 
Principles of A counting 


Fifth Semester 
Business Organization 
Money and B 
Statistical Method 
Advanced Accounting 


Seventh Semester 
Business Law 
Public Finance 
Income Tax Procedure 
Cost Accounting 
CPA Problems 


Second Semester 
Rhetoric 


Trigonometry 


Economics 
Fourth Semester 


and Distribution 
coun’ 
Sixth Semester 
Governmental and Institutional Accounting 
Advanced Accounting 
Public Finance 
Business Statistics 
Business Law 
National Administration 
Eighth Semester 
Navigation 
Law aa Business Organization 


CPA Problems 


Social Insurance 
Psychology of Vocations 


UNIVERSITY OF KENTUCKY 


Second Semester 
English Composition 
Economic Histor of United States 
Mathematics of 


General 


Fourth Semester 
Europe Since the French Revolution 
Marketing 
Introduction to Physics 
Principles of Accounting 


Sixth Semester 


Business Cycles 
Finance 
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College Algebra 
General Psychology 
Advanced Accounting 
Auditing 
Eighth Semester 
Business Law 
Public i 
Business Engli 
Problems in t 
CPA Problems 


The Accounting Review 


UNIVERSITY 
First Semester Second Semester 
ish Composition English Composition 
Industrial History of the United States Economic Geography 
Investments 
ysiography 
Elementary Spanish Elementary Spanish 
oral and Religious Philosophy 
Third Semester 
Accounting 
lementary Accounting Psychology usiness 
ni tates History ic Speaking 
Business Letter Writing 
Sixth Semester 
Fifth Semester 
Corporation Finance Corporation Finance 
Statistical Method ‘ 
Marketing 
Government 
Cost Accounting vanced Accounting 
Seventh Semester Eighth Semester 
Advanced Accounting Advanced Accounting 
Business Law Business Law 
Federal Taxes Investments 
Investments Industrial Management 
Industrial Management Public 
LovuIsIaNA STATE UNIVERSITY 
First Semester Second Semester 
English Composition English 
History of Western Civilization History of Western Civilization 
Mathematics of Business and Measurements Mathematics of Business and Measurements 
Elementary Elementary Accountin 
Modern Industry Development of Modern Industry and ment of Eco- 
Economic System in the United States nomic System in the United States 
Books and Libraries 
emester 
: Third Semester Int liate A ting 
Intermediate Accounting Commerce and Trade Routes 
Management Principles and Practice Economic Principles 


Economic Principles 
Introduction to Fiction, Drama, and Poetry 
Elementary Speaking 


Fifth Semester 
Cost Accounting 
Money, Banking, and Credit Analysis 
Business Correspondence 
Business Law 
Mathematics of Investment and Insurance 
General Biology 


Seventh Semester 
Income Tax Accounting 
Office Management 
Fiduciary Law and Accounting 
Statistics 
Governmental Accounting 


Introduction to Fiction, Drama, and Poetry 
Elementary Speaking 


Sixth Semester 
Audi i J 
Money, , and Credit Analysis 


Mathematics of Investment and Insurance 
General Biology 


Statistics 
Real Estate Valuation and Finance 


1 
4 
usiness Correspondence 
Business Law 
CPA Problems 
i 
Investments 
a 
i 


First Semester 
Economic History of Great Britain 
Business Mathematics 
Freshman English 
Industrial Chemistry 
Elementary Speech 
Logi Third Semester 

ic 

Principles of Economics 
Industrial ization 
Principles of Accounting 
Principles of Insurance 
Land Planning ; 


Fifth Semester 
Business Letters 
Organization 
Advanced Accounting 
Cost 
Banking and Finance 
Labor Problems 


Seventh Semester 
Business and Government 
Business Law 
Auditi 
Income Tax 
Credit Administration 
Business 


First Semester 
Principles of Modern Business 
Freshman Composition 
eginning Spanish 
Government in the United States 
Third Semester 
College Algebra 
Principles of Accounting 
Essen c Speaking 
General Psychology 


Fifth Semester 
Cost Accounting 
Statistics 
Introduction to Business Finance 
Money and Banking 
Taxation and Business 
American Literature 


Seventh Semester 
CPA Problems 
Business Law 
Government and Business 
Investments 
ing (no cred) 

rewriting (n no credit 

Accounting Ho 


Association Reports (Representative College Programs) 


MARQUETTE UNIVERSITY 


Second Semester 
Economic History of the United States 
Chemistry 
Extemporaneous Speech 


Fourth Semester 
Ethics 
ciples of Accoun 
Principles of Insurance 
American t 


Fourth Semester 


Sixth Semester 
Intermediate Apcoun 
Financial Policies of a 
— (Business Letter Writing) 
tion and Management 
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Sixth Semester 
Statistics 
Advanced Accounting 
Cost Accounting 
Financial Administration 4 
Eighth Semester 
a ess Law 
Income Tax 
Business Policies 
Investments 
Miami UNIVERSITY 
Second Semester 
Principles of Modern Business 
Freshman Composition 
Government in the United States 
Principles of Accounting 
Principles of Economics 
Essentials of Public Speaking 
Business Psychology : 
Principles of Marketing 
Income Tax Accounting 
Eighth Semester 
Auditi 
Law 
Business Policies 
Trigonome' 


UNIVERSITY OF MISSOURI 
First Semester Second Semester 
Inorganic Chemis Composition and Rhetoric 
Composition and Rhetoric Histo’ 
European Histo Advanced F 
Advanced Frenc General Zoo’ 
Religious Values World Literature 
Economic Histo’ Elemen’ Accounti 
General Economics Coll 
English Life and Literature American Government 
American History Public Speaking 
Fifth Semester : 
Money, Credit, and Banking 
Intermediate Accounting Elementary Statistics 
Business Law Consolidated Statements 
: Analytical Geometry 
Corporation Finance 
Seventh Semester 
Business Statistics Eighth Semester 
Correlation Problems in Accounting Practice 
-Industrial Accounting Investments 
Managerial Accounts and Statistics Industrial 
Auditing Advanced Accounting Theory 
UNIVERSITY OF NEBRASKA 
First Semester Second Semester 
Principles of Accounting iples of Accounting 
Introduction to Business Administration Introduction to Economics 
English Composition English Composition 
American National Government and Politics Com tive European Governments 
College Algebra re sna tics of Finance 
Third Semester Fourth Semester 
Intermediate Accounting Introductory Cost Accounting 
Principles of Economics Principles of Economics 
Business English Business Engli 
Introduction to Economic Geography Economic Geography 
Survey of American History Survey of American ‘History 
Fifth Semester Sixth Semester 
Marketing Finance 
Adyanced Accountin Advanced Accounting 
Money, Credit, and Statistics 
c ing c 
Sex Education Elementary Shorthand Theory 
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PERSONAL NOTES 
D. M. Beights (University of Florida) who has 
been serving as Chief Accountant, Rent Division, 
and Consultant with the Office of Price Adminis- 
tration, will resume his duties at the University 
of Florida in September. 
M. L. Black, Jr. (Duke University) is now 
Chief Accountant for the Office of Price Admin- 
istration. 
R. L. Boyd (University of Illinois) has resigned 
as Auditor of the University and as Assistant 
Professor of Accountancy to accept a position as 
Associate Professor of Accounting at Western 
Reserve University. 

H. E. Breen and M. N. Broussard (University 
of Illinois) have been transferred to the Univer- 
sity Business Office for the year to supervise 
special accounting work which has arisen as a 
result of the Army-Navy program. 

W. J. Burney (University of Iowa) is returning 
to the teaching staff of the University of Iowa 
after a two-year leave of absence teaching at 
Harvard Graduate School of Business Adminis- 
tration. 

A. B. Carson (University of Nebraska) has 
been granted a leave of absence to accept a posi- 
tion in the accounting department of the Kaiser 
Shipbuilding Co., Richmond, California. 

Y. C. Chow (University of Illinois) has joined 
the staff of Arthur Andersen and Company in 
New York. 

J. W. Da Vault (University of Rochester) has 
joined the Office of Price Administration in the 
Rochester, New York, district. 


ASSOCIATION NOTES 


Rosert L. Drxon 
NEW MEMBERS 
The following have become regular members of the Association since June 1, 1943: 


PROFESSIONAL CONNECTION 
Private practice 

Powers Regulator Company 
Private practice 

Tennessee Valley Authority 
Goddard-Abbey Company 
John P. Darmody & Company 
University of Tennessee 

Clark University 

Army Air Forces 

Anglo Union of Accountants 
John M. Smyth Company 
Private practice 

Maurice Foonberg, C.P.A. 
West Virginia Wesleyan College 
State of California 


R. C. Dien (University of Minnesota) has re- 
signed to take a position with the St. Paul Office 
of the Office of Price Administration where he is 
an account analyst and auditor. 

R. L. Dieterle (Indiana University) is now de- 
voting full time as Associate Director of the En- 
gineering, Science, and Management War Train- 
ing Program at Indiana University. 

M. B. Dilley (Drake University) has resigned 
to assume the position of Director of Accounting 
Training for Eastman Kodak Co., Rochester, N. Y. 

L. T. Flatley (Mundelein College and Loyola 
University) has resigned his position as Pro- 
fessor of Finance and Accounting to accept a 
partnership in the public accounting firm of Zick, 
Price and Company, South Bend, Indiana. 

W. A. Foy, formerly Regioual Business Con- 
sultant at Chicago for the U. S. Department of 
Commerce, is now on the Internal Audit staff of 
Douglas Aircraft, Santa Monica, California. 

S. P. Garner (University of Alabama) has been 
promoted to the rank of Professor of Accounting. 

N. C. Geis (University of Cincinnati) is now on 
leave of absence serving as fiscal officer on naval 
contracts in the Office of the Inspector of Naval 
Material, Cincinnati District. He holds the rank 
of Lieutenant, USNR. 

-P. M. Green (University of Illinois) is now Di- 
rector of the Division of Accounting of the Office 
of Price Administration, having replaced H. F. 
Taggart. 

R. D. Haun (University of Kentucky) is now 
on leave, serving as State and District Price 
Officer for the Kentucky and Louisville offices. 


lea" 
the 
Lo: 
Ass 
dir 
bee 
cou 
ing 
ant 
at 


s 


NAME 
more 
on 
st 
1S 
A 
a z : 


H.W. Kendrick (University of Colorado) is on 
leave of absence, serving as a first lieutenant in 
the U. S. Army. 

W. E. Karrenbrock (University of California, 
Los Angeles) has been promoted to the rank of 
Associate Professor of Accounting and is program 
director for the Los Angeles Chapter of N.A.C.A. 

Theodore Lang (New York University) has 
been promoted to the rank of Professor of Ac- 
counting. 

Stanley Pressler (Indiana University) is devot- 
ing full time as Director of Engineering, Science, 
and Management in the War Training Program 
at the University. 

A. L. Prickett (Indiana University) has been 
appointed Dean of the School of Business. 
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Frank P. Smith (University of Rochester) ha 
resigned as Chief Accountant of the Office of 
Price Administration and has taken a civilian 


“appointment as chief cost accountant with the 


Army Air Corps at Dayton, Ohio. He will be con- 
cerned with accounting problems of contract ter- 
minations. 

H. F. Taggart (University of Michigan) has 
resigned as Director of Accounting for the Office 
of Price Administration and has joined the Army 
as Major, Finance Department, Office of Fiscal 
Director, Army Services Forces. His primary 
concern will be with contract terminations. 

N. D. Wakefield (University of Illinois) is now 
in the Army Finance Training School at Indiana- 
polis, Indiana. 
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PEMBROKE H. Brown is a member of the economics faculty of the University of Illinois at Urbana. V 
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FUNDAMENTALS OF ACCOUNTING 


By PERRY MASON, Ph.D., C.P.A. 
University of Califomia 


Essentials of Modern Accounting at the First Year Level 
* Emphasis throughout on accounting theory and its logical development, written for the 


beginning college student 


* Up-to-date forms and procedures of present-day business, including machine accounting 


* Early separation of production operations and costs from selling activities, and later a 
comprehensive but elementary treatment of cost accounting, support increased realization 


of the importance of cost accounting 


* Relationships between accounting and the social sciences given more than usual attention 


* Accounting problems of today are stressed, such as income taxes, sales taxes, and taxes 


involving payroll deductions 


* A helpful and motivating chapter in “The Field of Accounting,” surveying the vocational 


and professional possibilities of accounting 


* Placed in the appendix, so that they can be used at any time in the course that the in- 
structor desires, are two reference chapters on “Accounting Requirements of Federal 
Income Taxation” and “Business Organization and Methods” 


* An abundance of graded problems and questions, designed to test comprehension and 


application of principles 


REPRESENTATIVE ADOPTIONS 
University of Kansas 
University of California at Berkeley 
Yale Universi 
Dartmouth lege 
University of Delaware 
Westminster College 
Stanford University 
University of Nevada 
Muskingum College 


utgers Universi 
tice) Problem pamphlet alone ............... $1.25 
nivers an (Extension Division 
Cornell University 
Georgetown University Practice Set Number 2 ................ $1.00 
State University of lowa 
Occidental College Working Papers Part | ................ $1,00 
Carnegie Institute of Technology, Pittsburgh 
Oberlin College Working Papers Part 2 ................ $1.00 
Pomona College 
Knox College Teachers key, gratis, on adoption 
| University of Chicago 


EDITIONS AND MATERIALS 


THE FOUNDATION PRESS, Inc. 


22 West Adams Street 


Chicago 6, Illinois 


Edition A—text and problems bound together 

Edition B—text and problems bound separately 
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KEYED TO THE TIMES 


RESENT DAY ACCOUNTING is anything but static, and everyone 

concerned—from student to teacher or practitioner—must keep 
pace with developments through some authoritative source of informa- 
tion. The well-balanced editorial content of The Journal of Accountancy 
adequately fills this need. Each issue contains articles and editorials on 
current’ problems— 


» Accounting Theory and Financial Statement 
Presentation 


> Special Wartime Accounting Problems 
War Contracts, Renegetiation, Termiaation, ete; 


> Taxation > Auditing Procedure 


» Accounting Systems, Cost Systems, 
Internal Control 


REGULAR DEPARTMENTS: Accounting Questions—Students' De- 
partment—The Tax Clinic—Official Decisions and Releases— 
Correspondence—Current Books and Articles. 


Use the Convenient Order Form Below 


AMERICAN INSTITUTE PUBLISHING COMPANY, INC. 
13 East 4ist Street, New York 17, N.Y. 


AMERICAN INSTITUTE PUBLISHING CO.., Inc. SPECIAL RATE 
13 East 41st Street, New York 17, N.Y. TO STUDENTS 
Dear Sirs: - $3.00 a year 


| enclose remittance of $4.00, for which please enter my subscription for one year 
to THE JOURNAL OF ACCOUNTANCY, beginning with the ............. issue. 


SS 2482429.) 


H 
| 
| 
a4 Profession or busi 

~ 


New — improved 
Completely Revised 
3rd EDITION 


Vccounting Authority 


of this Standard Ur 


ACCOUNTANTS’ 
‘ain of today < terrific demands 


ers, Business ‘Ex 


Assisted (bey of 89 ng o 


7 with the greatest call in history upon — —_ new Third 

Edition of the Accountants’ HanpBOOK 

of the reference guide which, for twenty years, 

with every p and section abreast 0: todey'oneenpen it places 
= , Classified, and a wealth of 


at your fingertips — conden: 
working data otherwise a practical impossibility to have vavalinthe. 


Over the entire range of commercial and 
book presents, in and accepted principles . . 
the last word in practice. 


counting, the shifts in emphasis, new 
the way in which these oa found P reflects — 
contributions made by professional societies, by accountants, controllers, and 
It incorporates valuable im- 


corporate executives in countless organizations. 
Soovemente from experience in the hands of thousands of users. 
Unparalleled Help in Meeting Requirements 
In the entire literature of business, there nation tee 
COUNTANTS’ HANDBOOK. It tops ofa all your other books on the subject, 
your technical training, your — skill. 


The editors have spared no pains to effect to the marked changes 
ahifte it the that have been at work, apd 


opinions differ, you want sup in decisions, j 
mente and you must you have, in your Hand| 
backing and authority which command respect. 
Like Adding Years of Rich and Varied Experience of that wilt stony 
your with of a conston, Bective and exhibits thet fore, 
reltable nclustoe answer that gives atten- in  sherteuts ond ime 
tion, not only to asoquating ing nd 
ement, You get maxi- new account. 
mum help at 3000: cost 
to find and apply. 
1510 300 Forms 


Name, LEASE PRINT) 
Ma3i 
ADDRESS. 
POSITION 


ce TODAY! 


Published by THE RONALD PRESS COMPANY, New York, N.Y. 


SECTIONS; 
| | toD 
HowteDoits 
Wasting Assets 
Appraisais 
intangible Assets : 
Forned Surplus, 
Pertnerthip 
Accounting 
Accounting 
Methods and 
Correct TTERS Like THESE; 
Velvetion methods ef 
between distortions of 
HANDBOOK’ =~ A Storehouse of Practical Information Always within Reach — 
— ACCOUNTANTS HANDBOOK bell to saad wp wader The dente 
r a Te ie : ia your work; See for yourself whether you can afford to dé without it. 
| 3 | 


A C.P.A. COACHING COURSE 


worthy of your recommendation 


LA.S. offers to qualified ac- 
countants a C.P.A. Coaching 


Course which has produced 


outstanding results. The en- 
rollment fee is $42. For full 


particulars address a letter to: 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 


A Correspondence School Since 1903 


3411 SOUTH MICHIGAN AVENUE 16, CHICAGO, ILLINOIS 
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WARTIME INTENSIVE COURSES 


PRINCIPLES OF COST ACCOUNTING 


BY SHERWOOD-CHACE 


PRINCIPLES OF COST ACCOUNTING is a new intensive cost accounting 
course complete with theory questions, practical problems, and an optional 
practice set. 


The textbook is divided into ten units. In the first five units the principles of the 
job cost or production order system of accounting are developed. Units VI and 
VII are devoted to process cost accounting. Unit VIII is devoted to standard 
cost accounting. Unit [X is devoted to a discussion of miscellaneous cost factors 
with special emphasis on accounting for costs on government contracts. Unit X 
contains a group of supplementary cost problems that are parallel to the prob- 
lems given at the end of the preceding units. 


OPTIONAL PRACTICE SET 


The practice set is an independent project involving an application of the prin- 
ciples of the job cost or production order system of cost accounting. The set 
consists of a narrative of transactions for one month and blank books in which 
to record the transactions. Accompanying the narrative of transactions are repro- 
ductions of the (a) daily summaries of direct labor charges, (b) materials 
requisitions, (c) vouchers, and (d) sales invoices. 


TH-WESTERN PUBLISHING CO. 


* 


Now Ready! New 1944 Ed 


PRENTICE-HALL 
FEDERAL TAX COURS 


Includes Complete, Up-to-Date Information on 


PAY-AS-YOU-GO TAX SYSTEM 
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“BACKED BY OVER 25 YEARS’ TAX EXPERIENCE 


Used by More than 90% of Instructors 
of Taxation in America 


HUNDREDS OF INSTRUCTORS have been using the P-H TAX COURSE, year 
after year, because they know it is the most authoritative publication of its 
kind available. It is written by the same Editorial Staff responsible for the 
famous Prentice-Hall Federal Tax Service, extensively used by the United 


Adoptions 


A Partial List of More than 300 

Colleges and Universities that have 

adopted the P-H Tax Course One 
or More Times 


Harvard University 
Columbia University 

New York University 
College of the City of N.Y. 
Johns Hopkins University 
University of Alabama 
University of Chicago 
University of California 
University of Cincinnati 
University of Colorado 
University of Minnesota 
University of Pennsylvania 
University of Denver 
DePaul University 
University of Newark 
Pennsylvania State College 
University of North Carolina 
Northwestern University 
Notre Dame University 
Hunter College 

University of Utah 
University of Texas 
Rutgers University 
Syracuse University 

—and many others! 


“superior to any other text” 


For years I have used your FED- 
ERAL TAX COURSE. I consider it 
superior to any other text on the mar- 
ket dealing with Federal Income 
Taxes. It is teachable from every 
standpoint—excellent in arrange- 


ment of topics; thorough, authorita- 
tive, and concrete, with unusual clar- 
ity of expression. It is well liked by 
students.” 


—John B. Shields, Duke University 


States Government and thousands of leading 
business organizations in America. 

EVERY EDITION of the P-H TAX COURSE 
incorporates not only the latest and most ac- 
curate tax information, but also new and im- 
proved teaching aids, many of which have 
been suggested by instructors themselves 
after they have been thoroughly tested in the 
classroom. 


Attractive Features of the 1944 Edition 


1. Clear Explanation of Federal Income Tax Laws 
Makes crystal clear everything students must know 
about Income Taxes affecting individuals, partner- 
ships, corporations, and estates. Also disciisses Ex- 
cess Profits, Estate, Gift, and Social Security Taxes. 
New Edition includes the Code, as well as the most 
recent regulations ag | the Treasury Department’s 
Official interpretation the law. 


2. Thorough Treatment of Pay-As-You-Go-Tax 
System 

Concise explanations of all important provisions of 
the New Law, records required, tax computations, 
deductions and exemptions, instructions for the 
preparation of declaration of estimated income, and 
scores of other problems on how pay-as-you-go taxes 
affect taxpayers. 


3. Over 500 New Problems 


A wide selection of problem material for classwork, 
for homework, for review, and for examinations. 


4. Instructors Manual 


Now published in a handsome binder to match the 
course, the Manual contains complete plans for con- 
ducting an effective course, including assignments, 
lecture dates, solutions for all questions and prob- 
lems, tested teaching suggestions, definitions, inter- 
pretations, blackboard demonstrations, and speci- 
men filled-in returns. 


Indexed and Tabbed for Instant Reference 
College List $5.00 


Address 
70 Fifth Avenue, New York I1, N.Y. 


PRENTICE-HALL, INC. NEW YORK 


MONOGRAPH NO. 3 


An Introduction to 
Corporate Accounting Standards 


By 
W. A. Paton, Ph.D., C.P.A. 


A. C. LittLeton, Ph.D., C.P.A. 
Foreword by Howarp C. GREER 


From the authors’ preface: 


“We have attempted to weave together the fundamental ideas of account- 
ing rather than to state standards as such. The intention has been to build 
a framework within which a subsequent statement of corporate accounting 
standards could be erected. Accounting theory is here conceived to be a 
coherent, coordinated, consistent body of doctrine which may be com- 
pactly expressed in the form of standards if desired. The possibility of 
acceptable variations from standards is not rejected. But it is essential to 
good corporation accounting reports that departures from standard be 
recognized as such and that management have adequate reasons for them.” 


160 Pages—Heavy paper binding—$1.00 a copy 


Published by 
American Accounting Association 
Tappan Hall 
Ann Arbor, Michigan 
THE AMERICAN INSTITUTE OF ACCOUNTANTS 


is cooperating with the American Accounting Association, and is acting as 
distributor of the book. Orders should be addressed to the Institute, 


13 Bast 41st Street-—New York, N.Y. 
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and Practical! 


@ ACCOUNTING 
PRINCIPLES is a 
brand-new 
first-year text 
with a fresh, 
invigorating 
viewpoint. In- 
tensely practical, 
it answers the de- 
mand for a course 
in which funda- 
mental accounting 
theory and present- 
day procedure are 
presented with the 
speed required by a 
nation at war. Al- 
though it is the lat- 
est, Accounting Prin- 
ciples is but one of 
the many texts, prac- 
tice sets, and courses 
in bookkeeping and 
accounting published 
by Charles R. Hadley 


Company. 


@ The author, Dr. 
J. Hugh Jackson, is 
well known to the 
readers of the Ac 
counting Review, for 
he has served as Presi- 
dent of the American 
Accounting Associa- 
tion and also as Presi- 
dent of the National 
years of public accounting experience, and has made many contributions to the field of 
public accounting. He is Dean of the Graduate School of Business of Stanford University. 


Charles R.Hadley Company » pathfinders 


330 NORTH LOS ANGELES STREET, LOS ANGELES 12, CALIFORNIA 
OTHER OFFICES: New York - Chicago - Detroit - Atlanta - San Francisco - Seattle 
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ELEMENTARY STATISTICAL 


METHODS APPLIED TO 
ECONOMIC & BUSINESS DATA 


By William A. Neiswanger 


Associate Professor of Economics, University of Illinois, now 
on leave to serve as Principal Business Economist in the Office 
for Emergency Management, OPA, Washington, D.C. 


This new text provides a thorough and up-to-date general survey of the 
methods and interpretation of economic or business statistics, designed for 
undergraduate students in economics or business administration. It gives 
expert training in making and understanding calculations, recognizing the 
assumptions made in the computations and how these condition and limit 
the interpretation of any single statistical measure. 


A laboratory manual containing many and varied problems, prepared by 
the author and Floyd Haworth of the University of Illinois, will be available 
for use with this text. 


Ready in December Illustrated $4.25 (probable) 


THE MACMILLAN COMPANY ¢ 60 FIFTH AVENUE 3 NEW YORK 11 


Monograph Number 2 


FINANCIAL STATEMENTS 


By M. B. Daniets, Pu.D. 


TECHNICAL ASSISTANT, BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM ; 
CONTRIBUTING EDITOR OF THE ACCOUNTANTS’ HANDBOOK 


With a Foreword by 
ARTHUR ANDERSEN 


This monograph is the result of an intensive study of financial reperting extending over a 
period of several years, and including a careful survey of the recent reports of several hundred 
industrial corporations. The entire field of statement presentation is covered, critically and au- 
thoritatively, and the discussion is closely articulated throughout with fundamental pevnciples., The 

k is amply illustrated with excerpts and complete statements, carefully selected from published 
reports. 

The Executive Committee of the Association considers this work to be an ©; nding contribution 
to the literature on statement presentation and accounting principles, and believes that it is worthy 
of the serious attention of all practicing accountants, private as well as public. The Committee a 
believes that accounting instructors will find the book of marked value as a text in advanced courses 
in accounting princi: 


215 pages—Price $1.00 
AMERICAN ACCOUNTING ASSOCIATION 
Tappan Hall, Ann Arbor, Michigan 
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UNUSUAL TEXTS on ACCOUNTING 


Plus Training Problems 


ACCOUNTING SYSTEMS, THEIR DESIGN AND INSTALLATION— 


AUDITING PROCEDURE— 
COST ACCOUNTING PROCEDURE— 


PRINCIPLES OF ACCOUNTING PRACTICE— 


BUSINESS LAW— 


by W. P. Thompson, C.P.A. 
by LaSalle Staff 
by LaSalle Staff 

by D. C. Eggleston, C.P.A. 

by Samuel D. Hirschl, J.D. 


CORPORATE ORGANIZATION AND MANAGEMENT— by Maurice H. Robinson, Ph.D. 
MANUAL OF FEDERAL INCOME TAX PROCEDURE 


BOOKKEEPING PRACTICE— 
PRACTICAL ACCOUNTING— 


by LaSalle Staff 
by LaSalle Staff 


ADVANCED C.P.A. TRAINING—Lessons and Problems 


Smaller Treatises on Special Subjects 


MANAGEMENT CONTROL THROUGH INTERNAL AUDITING— 


by Victor Z. Brink, Ph.D., C.P.A. 


TREATISE ON BANKRUPTCY FOR ACCOUNTANTS—by Charles S. Banks, C.P.A., LL.B. 


SOCIAL SECURITY LEGISLATION AND ADMINISTRATION— 


by LaSalle Staff 


ROBINSON-PATMAN ACT AND ITS ADMINISTRATION— 


Prepared by accounting leaders for individual 
study (therefore particularly clear and prac- 
tical) these texts have been used in resident 
classes in many outstanding colleges and uni- 
versities. A series of training problems and 
practical solutions is available to the instruc- 
tor for each major text. 


These problems are closely coordinated with 
the text in content and in comprehensiveness 


by Gilbert H. Montague, A.M., LL.B. and others 


so that the student gains experience in apply- 
ing principles to actual accounting situations. 
The instructor thus has organized, graded 
problem material for every step of the course, 
leaving him more time for constructive lec- 
tures and supervision. 


For fuller information, prices and inspection 
copies, write 


Book Department 


LASALLE Extension University 


A Correspondence Institution 


4101 S. Michigan Ave. 


Chicago 15, Illinois 


Authoritative and Current Books 


Cost Accounting (Revised 1942) 
By Joun J. W. Neuner, College of the City of New York. 


The amazing record of 230 actual adoptions and 14 large printings in less than five year’s time 
attests to the fact that Neuner’s Cost Accounting is now accepted as the cost accounting standard 
for college, ESMWT courses, and training courses within industry. 


Revised and published in 1942 it is the only complete book that presents all of the latest prac- 
tices in this field. Its wide use in war training courses and by practicing cost accountants in war 
industries is proof that it meets the critical demands of wartime. 


If you are not yet using Neuner you will want to examine this 1942 revision. It was the first 
book to offer a job order, process, and standard cost set. Objective tests and a 432 page master 
Solutions Manual are available without charge. 


819 pages Price $4.25 
Industrial Cost Accounting (1942) 
By Joun J. W. Neuner, College of the City of New York. 


Industrial Cost Accounting has successfully met the demand for a short, concise, and intensive 
study of cost accounting. This new book is based upon the revised edition of Cost Accounting 
by Neuner, and is enjoying wide use in war training courses and in university and college 
courses of two or three hours per quarter or semester. 


The Job Order Cost Set has been condensed, and requires but two to three weeks of laboratory 


time. Questions and problems for each chapter are included. Objective tests and a Solutions 
Manual are available. 


480 pages Price $3.50 
Advanced Accounting (1942) 
By ArtHur W. Hotmegs, University of Cincinnati 


Advanced Accounting has received immediate adoption. Written by the author of the very 
successful Auditing: Principles and Procedure, this new text is ideally suited for use in 
intermediate accounting classes. The first volume of a proposed two-volume set is self-sufficient 


as a teaching tool and can be used with any other book now published for courses requiring 
a full year’s work. 


A wide variety of questions and problems are included for each chapter. A complete Solutions 
Manual has been published. Presenting the most recent and authoritative material, this book 
will readily meet all present-day standards. 


707 pages Price $4.00 
Send for examination copies. 


Richard D. Irwin, Inc. 
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Do Your Students 


Read the Accounting Review? 


Students are eligible to become associate members of 
the American Accounting Association. The annual dues 
for associate membership is ONE DOLLAR which in- 
cludes a subscription to the ACCOUNTING REVIEW. 


Write to the Association for a supply of associate 
membership application blanks 


AMERICAN ACCOUNTING ASSOCIATION 
Tappan Hall 
Ann Arbor, Michigan 
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